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BOOK I 

INTRODUCTION AND APrilOACII 

Tiiis Book deals with .introductorx' matters, Ir:, 
ChapUa- L vvc‘ describe thc^ circumstances leadin^^ to the 
a|.)p()i ritmemt oi the Fiscal (.-ommission. and Uie progress of 
its work. We also analyse its t(‘rms oi' J'tdcronce and 
elucidatc^ the structure^ ot thc' Kepoil. In CJiapler II we 
sen out thc' lundamenlal objeclives of tiie country's econo- 
mic policy in the light of the pi'oxnsions o! the Constitu- 
tion of India and the Stat(*merU on Indusii'ial Ihilicy made 
in A|.)iil lU4o; tor it is only against the background of 
theso piiiic’iples that wc; can ellectively iormulate our 
views. 



CHAPTER I 


INTRODUCTORY 

1. The Fiscal Commission owes its origin to tiie Stalc.^- 
ment on Industrial Policy made by the Governmcvrit of 
India in 1948. In tliis Statement the CTCivantrirnent of India 
I’c-allirnied iJicnr mtention of designing the country's long- 
term tai'iir policy to suit the needs of post-war India in 
■ he foil o \\’ 1 n g w o i xi s : — 

^Th(' Chavcanment of India are fully alive to their 
direct responsibihly for the development of those 
industries which tfiey have found necessary to re- 
s(n'\/e exclusively for State t'nterprisce They are 
equal I V rc'ady to extiaid their assistance to private 
oi' co-operative (mterprise in the ic^st of the in- 
dusti'ial ti(4d and in particular, by r('moving trans- 
port d i { t i c u 1 1 i e s a n d 1) \ ' f a c i 1 i t. a t i n g t h t * i n i p o i ' t o f 
('ssential i‘a\v materials to the maxinium possible 
<^’>:tent. Tlu* tarih jjoficy of Government toill be 
(iesigri ed to prove n t unfair cornpe ti lion an d to 
irroniote the utilisation of India's resources until- 
out imposing unjustifiable hurdens on the con- 
surner" 

It was in pirrsuance of this undertaking that the Fiscal 
Commission was set up. 

d. In tlKvir Resolution No. :]4-T(:>7)/48 dated tlie 20th < 
April 1949 setting up tlie Fiscal Comn>ission. the Govern- ' 
merit of India in the Ministry of Commerce referred to the 1 
last sentence* of tlie above excerpt from the Governnumt 
<j1 India s Statenient ol Industi’ial Policy and added — 

“Having regard to the importance of the issues in- 
volved and the necessity to synthesise the needs 
of the divergent interests that are concerned, it 
has been decided that a Fiscal Commission be 
appointed to enquire into this matter in detail wnth 
the following terms of reference: 

(1) To examine, m consultation with all the in- 
terests concerned, the working of the policy of 
tlie Government of India \vith regard to pro- 
tection of industries since 1922 when the last 
Fiscal Commission reported; and 

(2) To make recommendations as to — 

(a) the future policy which the Government 
should adopt in regard to protection to and 
assistance of industries, and the treatment 
and obligations, of the industries which may 
be protected or assisted; 


i Irigin of 
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(b) the machinery required to implement such 
policy, and 

(c) any other matter having a direct bearing on 
the effective implementation of this policy, 

(3) In considering these issues the Commission 
will be free to distinguish between short and 
long term aspects of the problem and also advise 
in the light of the country’s requirements how 
far it would be desirable to undertake interna- 
tional obligations of the kind involved in the 
General Agreement on Tariffs and Trade or the 
Chai'ter of the International Trade Organisation, 

The Commission will consist of — 

Chairman 

Shri V. T. Krishnamachari. 

A1 ember y, 

(1) Dr. B. N. GanguH 

(2) Shri B. M. Birla 

(rl) Shi‘1 iVl. Ananthasayanam Ayyangar. M.P. 

(4) Chaudhry Mukhtai' Singh, M.P. 

(5) Shri Khandubhai Desai. M.P. 

(()) Shri D. L. Mazumdar. I.C.vS. (Member-Secretaryg 

Government may apooint furrlier members to tlu' Com- 
mission as and when necessary." 

i\vo days later. Shri Ambalal Sarabhai \\a,is appointed 
as a member of the Commission. 

Subseciuently an addition was made to these terms of 
reference and the Commission was asked to examine from 
the point of view of India’s interests the effects of prefer- 
ences accorded to some categories of imports from the 
United Kingdom, under the Indo-British Trade Agreement 
of 1939. 

3. Shri D. L. Mazumdar, I.C.S.. Member-Secretary of 
the Commission, was not relieved of his other duties till 
the 9th May 1949, when he formally assumed charge of his 
new office. The organization of the Commission's Secre- 
tariat and the recruitment of such essential nuclear staff' 
as would enable the Secretariat to function took up the 
best part of May. The full complement of staff' was not. 
however, recruited till the end of June. As the Com- 
mission’s work progressed, the establishment was gradually 
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reduced and by the time the examination of witnesses was 
concluded, its strength had been brought down very 
considerably. 

4. A draft questionnaire, drawn up by the Member- 
Secretary. in consultation with the Chairman, was circu- 
lated to tlie members in the beginning of June and con- 
sidered at the first session of ihe Commission held in 
D(Jln betwf'en the IJth and the Kith June 1949 when it 
was finally approved with some changes. (The question- 
naire is reproduced in Appendix I). As the Commerce 
Ministry had earlier reauested the Commission to let them 
have the Commission’s recommendations on desim- 

bility of undertaking international obligations of the 
kind involved in tlie General Agreement on Tai’ifls and 
Trade and the Cliarter of the International Trade Organiza- 
tion in advance of the main leport and not later than the 
15th August 1949, tlie Commission considered it necessary 
to divide its questionnaire int.o two parts — Part I covering 
all subjects included m the terms of refcc'ence except the 
item relating to th(‘ Gcmeral Agreement on Tariffs and 
Trade and the Charter of tlu‘ International Trade Organi- 
zation. which w'as dealt with exclusively in Part 11. Ke- 
leasing the (|uestionnaire on the 25th June 1949, the Com- 
mission invited replu's to Part II by the 25th .July and to 
Pai’t 1 by the 25th August. 

The questionnaire was circulated to all State Govern- 
eients, important Chambers of Commerce, Industrial and 
Commercial Associations, Universities, prominent indivi- 
duals well qualified to speak on the problems of industi’y 
and trade and to all Members of Parliament. At the same 
time the fullest publicity was given to the questionnaire 
and a general invitation was issued to individuals and 
associations to represent their views if they so desired. 

xn deference to requests received from many corres- 
pondents, the dates originally fixed for the submission of 
replies were extended to the 30th September but a further 
extension upto the middle of October had to be given to 
several important Chambers and Associations. 

Meanwhile the Ministry of Commerce informed the 
Commission that the urgency for an advance report on 
item (3) of its terms of reference had disappeared. The 
Commission thereupon decided not to submit any interim 
report on this item. 


Quostion- 

naire 
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to the questionnaire were being a wait- 
find Infor- <^'1- the Secretariat was engaged in collecting information 
mal Talks and preparing notes and memoranda on a variety of sub- 
jects connected with the e'nquiiy. By the beginning of 
November, this preliminary work was well advanced and 
we were also ready to undertake tours to different centres. 
Between the end of November 1949 and the end of Feb- 
imary 1950, we visited Banaras. Lucknow, Kanpur. 
Calcutta, Madras. Bangalore. Cochin, Nagpur, Ahmedabad 
and Bomba\'. A list of the witnesses examined at these 
centres is given in Appendix II, In the States we visit- 
ed, we had an opportunity of discussing some of the pro- 
blems before us wdth the Governors, Chief Ministers and 
in .some places with the Ministers in charge of Finance, 
Agriculture, Industry and Labour. In the sessiem held in 
New Delhi at the end of February 1950 we examined the 
representatives of several Ministries. We also had the 
benefit in New Delhi of informal consultations with the 
Hon'ble Ministers in charge of Finance. Industry and 
Supply^ A,griculture and Labour. We met to consider our 
draft Report in Bombay between the 15th and the 25th 
May. The Report was finally signed on the 25th after- 
noon. 


In 1 espouse' to our invitations, w'e rcx’eived a very large 
volume ot evidence. Replies to our questionnaire were 
received from. 120 a.ssociations and individuals and notes 
and memoranda were I'eccived from another 64. As Ap- 
pendix 11 will show, the number of witnesses examined 
was. however, much larger. We wish to convey our thanks 
to all those wdio replied to our questionnaire and assisted 
us with their notes and memoranda. We can well appre- 
ciate the time and thought which they must have devoted 
to this work and wm w’ere greatly benefited by the views 
expressed by our witnesses and the opportunities that w'e 
had ot discussing our problems with them in course of 
their oral examination. TIk' evidence tendered to us rep- 
resented varied interests. Although the bulk of it came 
naturally from industrial and commercial interests, we 
received much useful information from organizations rep- 
resenting the interests of labour and consumers. Agricul- 
tural interests were generally represented by State Minis- 
ters and State officials, but some of the replies from trade 
and industrial interests also contained valuable suggestions 
on agricultural production and development. The open- 
ing sections of our questionnaire had dealt with some basic 
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questions relating to agriculture and cottage and small- 
scale industries and we were happy to notice that the 
fundamental natui/e of these issues was I’ecognized by the 
ofFicial witnesses and by the representatives of trade and 
industry whom we had the opportunity of examining. 

Our tours and local investigations brought us m contact 
with a t Lilly representative cross-section of informed 
public opinion and we hope our findings will show that 
while we have not overlooked the interests of any parti- 
cular section we have been influenced by a balanced con- 
sideration of what the national interest demands. 

6. It will be useful if we indicate at this stage the of 

scheme of our Reporl. Its structure follows closely the Iteport 
main heads of our terms of reference. Broadly speaking, 
these comprise two sets of issiu^s — some specific, others 
general. The specific issues consist of — 

(a) an appraisal of the past policy of protection; 

(b) review of the effects of protective tariffs and 
other measures of assistance on some of tfu' major 
protected industries; 

(c) an assessment of the provisions of the General 

Agreement on Tariffs and Trade and of the 

Charter of the International Trade Organization: 

(d) examination of the Indo-British Trade Agree- 

ment of 1939. 

The general issue is covered by item (2) of our terms of 
reference. 

It is this general issue that constitutes our principal 
term of reference, and according to our appreciation of 
the problem the other specific issues are ancillary to the 
consideration of this basic issue. If we may anticipate 
the elucidation of our general approach to the problem, 

our entire outlook is based on the fiandamental shift in 

thought that has taken place in I’e^cent years on the subiect 
ol protection in relation to a c'ountry’s industrial develop- 
ment. The emphasis has been now transferred from the 
negative idea of safegiuu'ds against foreign competition 
to the positive conception of the fullest utilization of our 
resources: and as we read our principal term of reference 
it seems to us to reflect this change in thought. It follows 
that a full and adequate examination of the problems 
underlying this basic issue can be undertaken only against 
the wider background of India’s economic policy. As we 
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propose to develop this theme at some length in Chapter 
II, wc do not consider it necessary to pursue the argument 
f ui thei except to say that the practical implications of 
this changed attitude tovvaixis the policy of protection were 
emphasized time and again by the witnesses whom we 
examined. As an illustration of the views of the mercan- 
tile and industrial community we quote only a few' senten- 
ces from the Memorandum submitted to us by the 
Federation of Indian Chambers of Commerce and In- 
d Listry : — 

The Committee attach very great importance to 
this question (the terms of reference) as the 
future commercial policy of India can best be 
consi deled only as an a.spect of a wider and 
(more) comprehensive economic policy which is 
directed to the building up of an expanding and 
stable economy. In the opinion of the Commit- 
tee the most appropriate tariff and commercial 
policy cannot be^ applied piecemeal in a haphazai'd 

fashi()n the Committee’, there ‘fore, submit that 

the Fiscal Commission must concern itself with 
the basic issue as to what Government should do 
to create a suitable industrial environment. ' 

7. Our Report, therefore, begins with a statement of 
the fundamental economic objectives to which India's 
future' fiscal policy must be integrally related (Chapter 
II). In the next seetion of our Report, Book II. we under- 
take a re'view of the working of the past policy of proteclion 
against the background of ilie changes in the economic 
situation which have taken place since the Indian 
Fiscal Commission’s Report of 1921-22. The first Chanter 
of this Book, Chapter III. therefore, attempts a survey of 
the '‘Economic Background”, In Chapter TV we anaiyse 
the past tariff policy. Chavter V follows with an analysis 
of the effects of this policy on the growth and develop- 
ment of protected industries in India. In Chapter VI an 
attempt is made to assess the results of the protectionist 
policy followed between 1923 and 1939 and again between 
1945 and 1949. 

The next section of the Report, Book III, deals with the 
patterns of economic development. The first Chapter of 
this Book, Chapter VII attempts to place the agricultural 
problem in its proper perspective, in relation to develop- 
ments in the other sectors of the economy. Chapter VIII 
discusses the role of cottage and small-scale industries in 
the economic development of the country. Chapter IX 
attempts to indicate the pattern for development of large- 
scale industries while Chapter X sets out the problems 



of loieign trade that need integration with the pattern of 
mdnstrial development. Chapter XI brings this section 
to a close with an analysis of State policy and the role 
of the State in the development of these patterns. 

In the next section of the Report, Book IV, we deal 
with problems of fiscal policy in relation to industrial 
development. The first Chapter of tins section. Chapter 
XU attempts to evolve principles of protection consistent 
With our approach to this problem as indicated in Chapter 
II and to (‘Namine issues of pi'otectionist policy. Chapter 
XIII deals \\ith the Forms and Methods of Protection. In 
Chapter XIV the obligations of protected industries ai’e 
considered. 

Ihe next section ol tlie Report, Book V. deals with other 
lactors relating to mdnstrial development which are non- 
fiscal in character. In the first Chapter of this Book, 
■Chapter XV. the problems connected with the develop- 
ment ol capital resourct:‘S art* examined. In Chapter XVI. 
the problems ol industrial management including research 
and standardisation are discussed. In Chapter XVII. the 
issues arising out of ellicit'ncy of labour in relation to in- 
dustiial dt'VX'l opiuent are con,sidered. In Chapter XVIII 
some problems relating to the more important of tertiary 
industries and the ancillary servict's connected with the 
indu.strial dcv^elopment are examined. 

The next section ol the Report. Book VI, deals with the 
organization and machinery needed to implement the 
scheme ot piotection and assistance to iudustrie,s outlined 
in the previous sections. The fu-st Chapter of this sec- 
tion, Chapter XIX. deals with the machinery for economic 
planning and co-ordination of the economic activities of 
Government, for it is only against their background that 
the tariff-making machinery can effectively function. In 
Chapter XX. the outlines of an organization for- the pro- 
posed Tariff Commission arc indicated. 

In the next section. Book VII. problems of fiscal policy 
in relation to international obligations specially referred 
to the Commission are examined. In the first Chapter of 
this Section, Chapter XXI. the provisions of the Charter 
for the International Trade Organisation are analysed with 
reference to their effects on the industrial development of 
the country. In Chapter XXIL we deal with the provisions 
of the General Agreement on Tariffs and Trade in their 
bearing on the country’s foreign trade. Chapter XXIII 
-deals with the terms of the Indo-British Trade Agreement, 
1939, in its relation to the country’s tariff policy. In the 
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concluding section. Book VITT. we end with some observa- 
lions on the objectives and priorities of a short-tenri 
economic policy and its effective implementation (Chapter 
XXIV). The next Chapter of the Book contains a summary 
of our findings and recommendations. 


Acknow- 
ledgement 
of service 


8. Before we pass on to the next Chapter, we wish to 
express our thanks to the State Governments and other 
authorities who arranged for our accommodation during 
oiu* tours and to those Government Departments at the 
Centre and in the Stales which supplied us with facts and 
information bearing on our enquiry. 


We also desire to record our vv'arm appreciation of the 
help we have receive'd frorn the Mennbei-Secretary. Mr. 
D. L. Mazumdar. Our enquiry covers a wide field and the 
arduous task of organising the arrangements needed for 
its efiicient conduct fell to him. Tlie care and thorough- 
ness with which Mr. Mazumdar has carried out his duties 
has considerably lightened the labours of the Commission. 
Mr. Mazumdar has also given us invaluable assistance in 
th(^ preparation of this Report. The Commission has 
greatly benefited by the special knowledge he possesses 
of the problems on which we have to report and 
generally of the economic problems of the country. 

We also desire to acknowledge the assistance we have 
received from the Depufy Secretary. Dr. Rama Varma. 
His experience as Deputy Secretary to the Tariff Board 
has been of mucli value to us. 

Our research workers and the Secietariat staff have 
also performed their duties in an efficient manner. We 
would like to single out Mr. R. Gautam, Officer on Special 
Duty, vv'ho was in charge of the arrangements for our 
tours and meetings. 



CHAPTER H 


FITNDAMENTAL OBJECTIVES OE AN ECONOMIC 

POLICY 


9. VVe have referred in the pi'evious ehaptei to the 
cliange that lias taken place in economic tiiirikmg on the 
subject of protection of industries. Tlie old controversy 
between “free ti;ade" and '‘p^'^^^hection" lias lost its signi- 
ficance. The approach is now empirical: a polic>' of protec- 
tion is judged entirely by its ehects in tlie broad context 
of economic development in a country situatc'd in a 
particular economic environment. This view places the 
rationale' of protection in the proper pe^rspective of “deve- 
lopmental protc'ction , thc‘ object of which is not mei’cly to 
foster particular' branches of pr'oduction but to induce' sucli 
a change in the demographic and industi'ial structure as 
will ti'ansform the economic environment and raise the 
level of productivity in the country as a whole. In sucli a 
perspective protection becomes a means to an end — wRicli 
is national w^elfare. It is only m this perspective that a 
country can reckon the cost of protection as a social cost 
which must be commensurate with maximum social 
advantage. 


Riitionat 

la-otectio! 


The Government of India's resolution on industrial 
policy dated the 6th of April 1948 also emphasises lliis con- 
ception — that tariff policies and similar forms of assistance 
should be closely related to. and form an integral part of, 
a ‘'dynamic national policy directed to continuous increase 
in production". Our duty is thus inter alia to report on 
the role to be assigned to tariff' and otlier forms of assist- 
ance in such a policy. 

10. It is obvious that a policy for economic development jSconomi< 
of India should conform to the “objectives" laid down in 
the Constitution. These are contained in tlie “Directive 
principles of State policy" which, according to article 37, 
are “fundamental in the governance of the country, though 
not enforceable b\^ any coiu’t”. 


Article 38 describes the social order wdiich is sought 
to be secured. The State is directed “to promote the w^el- 
fare of the people by securing and protecting as effectively 
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as it may a social order in which justice, social, economic 
and political, shall inform all the institutions of the national 
life's To achieve such an order it is enjoined in article 39 
that the State ‘‘shall direct its policy towards securing;—- 

(a) “that the citizens, men and women equally, have 
the right to an adequate means of livelihood; 

(b) “that the ownership and control of the material 
resources of the community are so distributed as 
best to subserve the common good; 

(c) “that tlie operation of the economic system does 
not result in the concentration of wealth and means 
of production to the common detriirient; 

•' 1 = ❖ 

(e) “that the heallh and strength of workers, men 
and women, and the tendei' age of children are not 
abused and that citizems are not forced by economic 
necessity to enter avocations unsuited to tluhr age 
or strength; 

(f) “that children and vouth are pi'otected against 
(exploitation and against moral and material 
abandonment.” 

The [uithc'r implications of tlris policy ar(e brought out 
in articles 41. 42 and 43. Under article 41, the State shall 
“within the limits ol its economic capacity and develop- 
nient. make? (eflectivc provision for securing the right to 
work, to education and to public assistance in cases of un- 
employm(ent, old age. sickness and disablement, and in 
other cases of undcrseivt'd want”. Article 42 requires that 
the State shall “make provision for secui’ing just and 
humane conditions of work and fur maternity relief’'. 
Article 43 contains a fuiihei' elaboration of the same ideal. 
Under it the State shall “endeavour to secure, by suitable 
legislation or (Htonomic organisation or in any other way, to 
all workers, agricultural, industrial or other'wise, work, a 
living wage, conditions of woi’k ensuring a decent standard 
of life and full enjoyment of leisure and social and cultural 
opportunities”. 


On the economic side among the primary duties of the 
State is “the raising of the level of nutrition and the 
standard ol living of its people and the improvement of 
public health” (Article 47). Article 48 directs that the 
State “shall endeavour to organise agriculture and animal 
husbandry on modern and scientific lines” and Article 43 
that “the State shall endeavour to promote cottage indus- 
tries on an individual or co-operative basis m rural areas”. 
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11. The broad policies embodied in these “Directive 
piinciplcs ai e enipliasised in the" re^solution on industrial 
policy issued by the Government of India in April 1948 
(zv.de Appendix HI) which we summarise below; — 


iu-tiy., the resolution takers as its starting point the 
auuon.s resolve "to establish a social order where iustice 
and equality of oppoidunity shall be assured to all people". 


^Secondly, il lays down that, all- edleri'ts should be direc- 
ted to securing an appreciable rise in the standard e)l living 
within the snortest possible time. To quote from the 
resolution;--- 


The mirncdiate objoctive is to pi-orriute a lapid rist- 
in Uie siandai'd of Jiving of the peoule by ex- 
ploiting tile latent resources of the country 
increasing production and offering opportunities h) 
afl tor ernployn-K'nt in the service of the eornmu- 
nity. 


A dynamic national policy must, therefore be 
directed to a continuous increase in production bv 
ail possible means, side by side with measures to 
secure its equitable distribution. In the present 
state ol i!ie nation’s economy, when the mass of the 
people are below tiie subsistenci' level, the 
emphasis should be on the expansion of produc- 
tion, both agricultural and industrial: and in parli- 
cular, on tlic production of capital equipment of 
goods satrstying fhe basic needs of the people and 
of commodities the export of wliich will inc'rease 
carmings ol ioreign exchange". 

Thirdly, the resolution contemplates a mixed economy. 
There is a sphere reserved for nrivatc erUerprisc and 
another foi- public ownership. The Government of India 

,g Vr some liinc' to (■oine. the S^ate 

could contribute more quickly to the increase of 
national wealth by expanding its prcsimt activities 
wherever it is already operating and by concen- 
tiating on new units of production in other fields, 
./acquiring and running existing 
units Meanwhile, private enterprise, properly 
diiected and regulated, has a valuable role to plaw 

“On these considerations the Government have 
decided that the manufacture of arms and amnru- 
the production and conlroi of atomic 
and the ownersliip ^md manag("men1 of 
transport should be the exclusive rnono- 
tne Central Government. Further, in anv 
emergency, the Government w'ould alwavs 
nave the powder to take over any industry vital for 


nition, 
enei-gy, 
railway 
poly of 


Statement 
on TridiiA 
trial poliev ., 
1948 
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national defence. In the case of the following 
industries, the State — which in this context, in- 
cludes Central, Provincial and State Governments 
and other Public Authorities like Municipal Cor- 
porations — will be exclusively responsible for 
where, in the national interest, the State itself 
finds it necessary to secure the co-operation of 
private enterprise subject to such control and 
regulation as the Central Government may pres 
cribe : 

(1) Coal (the Indian Coalfields Committee's pro- 
posals will be generally followed). 

(2) Iron and Steel. 

(2) Aircraft Manufacture. 

(4) Ship-building. 

(5) Manufacture.' of telephone, telegi'apli and wire- 
less apparatus, excluding radio receiving sets. 

(6) Minerals C3ils. 


“While the inherent I'igrrt of the State to acquire any 
existing industrial undertaking will always remain, 
and will be exercised whenever the public interest 
requires it. Government have decided to let exist- 
ing undertakings in these fields develop for a 
period of ten years, dui’ing which they will be 
allowed all facilities f(.)r eflident working and 
reasonable expansion. At the end of this period; 
the whole matter will be reviewed and a decision 
taken in the light of circumstances obtaining at the 
time. If it is decided that the State should acquire 
any unit, the fundamental rights guaranteed by the 
Constitution will be observed and compensation 
will be awarded on a fair and equitable basis. 

“Management of State enterprise urill, as a rule, be 
through the medium of public corporations under 
the statutory contia.)! of the Central Government, 
who will assume such powders as may be necessary 
to ensure this. 

“The rest of the industrial held wall normally be 
open to private enterprise, individual as Avell as co- 
operative. The State will also progressively parti- 
cipate in this field; nor will it hesitate to intervene 
whenever the progress of an industry under private 
enterprise is unsatisfactory'’. 

There is besides a list of 18 industries which will be 
subject to “Central regulation and control” inasmuch as 
“their locations must be governed by economic factors of 
all-India import” or “they require considerable investment 
and a high degree of technical skilTf 
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fourthly, the resolution emphasises the very important 
ole cottage and small-scale industries have in the national 
economy olleiing as they do scope for individual. villa>’;- 
or co-operative enterprise and means for the rehabilitation 
of displaced persons” and the desirability of decentralising 
iaigei industrie.s wherever conditions permit. 

Fijthly. the resolution enunciates a policy of social 
.iu.stice, fair labour conditions as an essential basis for 

harmonious relations between niana.gement and labour It 

sa v\s ; - 


'■The Government recognise that their obiective 

!viTl oicrease in production, 

.vill not be rc'aliscd merely by prescribing the 
respwdive spheres of the State and of private 
enteipiise in oidustry: it is equally essential to 
ensure the tulle.st co-operation between lalK,.iir and 
management and the maintenance of stable and 
iiendly re ations between them. A resolution on 
un.s subjc'cd was unanimously passed bv the 
nc uslrif^s Contcrencc which was held in December 

stmes--^’"'’"'‘^'''‘ Rt'-^"lLilion 

" The system of remuneration to capital as 
vyell as labour must be so devised that, while in 
t.ie interests of the eonsumers and the primary 

hl^'^nirKi l^t'olits should be prevented 

b> .uiitdble methods ol taxation and otherwise, 

‘ common 

tnoit after making provision for payment of 

lair wagus to labour, a fair return on capita! 
emp oyed m the industry and reasonable reserves 
tor the maintenance and e.vpansion of the 
underlaking.' 

Government accept- this Resolution. They also 
• ris'GcM- that labour's share of the profits should be 
n 1 shding scale normally varying with nroduc- 
kt^dtose in addition to the over-all 

machfnerv f t’y l^e State to establish 

nltoV -7 ^'‘^X'sing on fair wages, fair remu- 
witi loi capital, and conditions of labour. They 

will also take steps to associate labour in all 
matters concerning industrial production” The 
machinery contemplated for this is also set' out! 

Su-tWry, reference is made to the tariff policy of Govern- 
ment. This will be designed to prevent unfair foreign 
competition and to promote the utilisation of India’s 
resources without imposing unjustifiable burdens on the 
consumer”. 
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i^'undairu'n 

tal 

tives of 
T']conoinic 
I'olicy 


Seventhly, the policy in regard to foreign capital is 
explained in the following terms: — 

“Th(' Government of India agree with the view of 
the Industries Conference that, while it should be 
recognised that participation of foreign capital and 
enterprise, particu larly as regards i ndustr ial 
technique and knowledg(^ will be of value to the 
rapid industrialisation of the country, it is necessary 
that the conditions under wirich they may partici- 
pate in Indian industry should ' be carefully 
regulated in the national interest. Suitable legis- 
lation will be inti'oduced for this purpose. Such 
legislation will provide for the scrutiny and 
approval by the Centra] Government of every 
individual case of pailicipation of foreign capital 
and management m industry. It will provide that, 
as a rule, the major interest in owmership, and 
etfective control, should ahvays be in Indian hands: 
but powder will be taken to deal with exceptional 
cases in a manner calculated to serve the national 
interest. In all cases, liowever, tlic training of 
suitable Indian personnel for the purpose of even- 
tually rcjilacing foreign experts will be insisted 
upon." 

This has been fuitliei elucidated by the Prime Minister 
in his statement m Pailiament on April (i, 1949. 

IJ. We hav(‘ sd. out 1 lie articles of thc^ Constitution and 
the pronouncements in tlu' Goveiaiment of India's resolu- 
tion relating to c'conomic objective's as tlicv embody 
decisions readied after lengthy discussions in Pai'liament 
and out.side and are ‘lundamentai in tlie governance" of 
ihc' country and all policies should be shaped w-ith full 
advertence to them. Recemlly, th('re have' been usc'ful 
discussions in the Economic and Social Council and bodies 
set up by it on the special problems presented by ‘Imder- 
developed” countries. Again, in London, Geneva and 
Havana tlie same subject ligured prominently in the talks 
relating to the International Trade Organisation. All these 
afloi’d evidence' of the great awakening that has taken 
place in the countries usually called "backward" and 
generally speaking of a realisation on the part of the United 
Nations and its allied organisations of the need, in the 
interests of world peace, of improvement m the standards 
of living in such countries. The broad principle.^ emerging 
from these discussions conform in essentials to the objec- 
tives placed before the country in the Constitution and in 


*lho PriniB AtinistBi’K siatBuxent is gi\on in ApjKaidi.x |\e 
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the Statement on Industria] Policy. In the light of all 
ese tne fundamental aims which economic policy in India 
should have in wew may be summed up as folloS 

Firstly, "avoidance of unemployment or under-employ- 

cruntrv T® fm"' maintenance in each 

countiy ol useful employment opportunities for those able 

and willing to work and of a large and steadily growing 

df.(r ii ■ ■ ^ Havana Charter 

d fine he implications for ‘undeveloped areas’ of the policy 

countries."'™^ """ developed 


Secondly, “sound, efficient and fuller 
natural resources”. 


utilisation of 


of nrnduri' • pi'ogressive increase in standards 

of pioductivi y. elimination of sub-standard conditions of 
labour and the creation of incentives that will stimulate 

enterprise’\^'^ 

measures for the development of 
agiicu tiire inciuding animal luisbandiy on modern scientific 

essential raw 

materials for rndustne.s (cotton, juie, etc.); for the esteb- 
l.smnent, and deec!ra:avH.nt of industries for tlie processing 
'Id domestu' primary commodities. ' 

ciflJily. special rneasurc's tor Mie development of cottage 
UK usincs and small-scale induslrii's on eo-oDcrative or 
individual linos. 


ensuring that large-scale mduslnaiisation 
ooeumes a prom, neat place in any progiumme of develon- 
ment as capita! equipment and modern techniques can 
make a nolabie contribution to increases m nroduction 
productivity and standards of Jiving--’'-in Shis field a 
mixed oconorny' is indicatod. 

SavenMy. "the introduction of a diversified economv 
■vhich would lead to a better utili.sation of the diversified 
talents of the community and its diversified human and 
nalumi lesources and would enable the population to lead 
a tulJer and a richer life than would otherwise be 
unattainable”. 


♦Report cif Sub Comm ;»« ion on Rconornic Development— XT 
L>r'onomje tmcl Lnyployment Comrnisftion, 

IQMofC 


N. 
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13. When stating these objectives, we are conscious of 
two important governing factors. The first is the popula- 
ic tion trend. It is clear that most economic questions lacing 
the country centre round the first of the aims we have set 
out. viz., ^'avoidance of unemployment or under-employ- 
ment through the achievement and maintenance in each 
country of useful employment oppoitunities for those able 

and willing to work Plans with this end in view 

can be framed with a suflicient degree of knowledge only 
if the country has before it all the facts connected with 
the "p^P^hhh)n'’ question. In our view, it would be useful 
to set up a small expert body to review the data available, 
especially as, owing to limitations imposed by conditions 
then existing, essential information was not collected and 
tabulated at tlie 1941 census and to report what ‘‘basic'" 
iiiiormation is lacking so that an elfort may be made to 
obtain as mu(*li of ibis as possible during the next census 
and in the course of the sample surveys undertaken in 
connection with studies on national income now in progress. 
This win enable- tlie Governments to study future trends 
as a ioundation lor economic plans. We find different 
views have: been exprc'ssed on the probable lale of popula- 
tion growth in India in future years. One scliool of thought 
hoVis that there' is no reason wliy the pix'scnt rate of 
increase sliould not continue indednitedy. Another school 
iv inehned to liiinl; tiiat India may pass through a piiasc 
hhe trial o!‘ Japan ii:! ilGtrs and 1930‘s when birth and death 
rates declfned and there was a fall in the neh. r(‘].rroduclion 
rate. Ah Ihese ai'c. howaoaw, based on insufiici^mt mateihal. 
We conrader tiiat IIk- whole riubiect of population trends 
siioifid be subjected to a Ciose objective study. 

.14. The second lactor is the in.’ge for progress felt by 
the nation as a whole. Economic dove lopinent on the scale 
neoded to secure an a]:)preciable rise in tlie' standard of 
living within tlie shortest possible time aftei' offsetting the 
effects of the growth in population that has occurred in the 
meantime, cannot be achieved unless the enthusiasm of the 
people is enlisted in the formulation of the plans and in 
their execution. Only thus can the country be induced to 
make ‘ the integrated effort over the whole field of national 
activdty"" demanded of it. 



BOOK 11 

A mSTOKICAL KETROSrEt'T 

In this Book we propose to deal with the first itetn in 
our terms of reference, viz.. “To examine, in consultation 
with the interests concerned, the working of the policy 
of the Government of India with regard to the protection 
of industries since 1922 when the last Fiscal Commission 
repoitc'd . We shall begin with a raixid survey of the 
principal changes ;ri thc' eciinomic scene since 192.'-! in 
Chapter 111; tor it is only against such a background that 
the etlecls of past p(>iicy can be adciiuatciy assessed. In 
Chapter IV. we shall analyse the tariff policy ol the past, 
and also review the Avorking of tliat police botti in jiie 
pre-war and post-war peisods. in Chaiilm- V, aax? simll 
examine the etfccts of pioteclive duties cm tlie devehyinitmt 
O; some major industries y hidi were protected, c.p. Steel. 
Paper, Sugar. Cotton-textiles etc. We shall conclude' in 
Chaptei' VI with an assessment of the over-all elfeets of 
past policy on tho' econonyr of the country as a whole. 
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Ooril rolling 
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Economy 
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\H) I’iie 
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CHANGES IN INDIA’S ECONOMIC BACKGROUND 

SINCE 1923 

Section A 

Historical Perspective 

15. Since the last Fiscal Commission reported in 1922, 
there have been changes in certain sectors of India’s 
economy but the basic dependence of the population on 
agriculture remains substantially unaffected. The grow- 
ing pressure of population on land, primitive methods of 
cultivation and low yield per acre still continue to be 
the intractable problems of agriculture. In the industrial 
and tertiary sectors important changes have taken place, 
but they have not alTecied the country’s economy to any 
major extent. It is not proposed to recite in this Chapter 
the economic annals of the twenties and the thirties. We 
shad only set out some outstanding features that highlight 
the development in the diflercmt sectors of the economy, 
and broadly asst‘ss the deficiencies and the present position 
of thc' country’s economy in each of these sectors. As a 
jjreliniinary, w'e review briefly tl’ie following factors which 
have inlluenccd India’s economy since the 1920’s: — 

(a) tlic Great Depression of 1929'-33, (b) the Separation 
of Burma, (c) World War II, and (d) the Partition of 
India. 1947. 

h:>. Agrarian economies feel the impact of a business 
cycle, with jts essentially industrial origin, principally 
througli their trade relations with the industrialised count- 
ries. The depression hit these economies specially hard 
because — (a) for some years even before the depression 
they were in difficulties due to low prices and inelastic 
costs, and, (b) the depression of 1929-33 was more acute 
and protracted than its predecessors. During the depres- 
sion agricultural prices and incomes fell seriously. Har- 
vest prices, which are more relevant for considering the 
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income of primary producers, fell even more drastically 
than wholesale prices, on account of these latter including 
handling and other charges in which there was no pro- 
portionate fall. The output of minerals like coal, iron ore 
and manganese fell steeply. Manufacturing activity was 
then heavily weighted with textiles, cotton and jute, and 
iron, and steel. The production of cotton textiles and 
iron and steel industries which were protected, however, 
registered a slight increase except for an initial set-back 
immediately after the on-set of the depression. The jute 
industry sullered lu'evily with the fall in world demand. 

17. The depixa^sion revealed many weakncssc's in India’s 
economy, some of tficsn arising from the complex inter- 
action of a medieval barter economy on a modern indus- 
trial system. The problems posed by i.he depression may 
be grouped as internal and external. The foi’mer arose 
out of the fall in incomes and Government I’everiues. 
Farm output was notoidously inelastic to price and income 
changes and showed only a few instances of adaptation 
e.g., from the late 1920’s more groundnuls were produced 
and exported, and the acreage devoted to raw' cotton 
tended to concentrate on better areas; nevertheless, 
uneconomic holdings remained under the plougli over large 
tracts in C.P. and Bcrar. The fall in Burma's rice experts 
st.'riously jeopardisexi its economy. No wage and cost 
statistics are available to indicate the valuation of costs in 
the piimary sector. Over large areas farm wxiges are a 
compound of barter and money wages; it is generally held 
that wmges also fell in sympathy w^ith prices 


The externa] problems relate to the countr;. ’:;: bs!,inc( 
of payments. First, even befon^ the depression Tndkrs 
annual interest charges and non-commerciol ; eroii tancca- 
were considerably larger than tlie annua! bo’-i'ov/ima''. 
When exports fell sharply from 19.29 it ww; a sc;;-, •■la- 
problem to effect these remitlances. Gold expoi;ls lioljied 
in the process. Secondly, tlio adverse terms of trade in- 
creased the difficulty still further. Lastly, tlx' break-up of 
the system of multi-lateral clearing furliier aggravated 
these difficulties. Till the late 1920’s., India could (effect its 
remittances to the U.K. through the surplus in Its trade 
account wdth Europe, the Far East and the IJ.S.A, From 
tliis time, howxwmr, the trade of the Commonwealth 
countries tended to concentrate within them. The 
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(b) The 
Separation 
of Burma 
1937 


(o) World 
War TI 
1939 - 45 ’ 


Import Duties Act 1932 , the Ottawa Preferences, the ex- 
change stability in the Commonwealth countries after 1931 
and the comparative freedom of intra-Commonwealtli 
trade from various restraints were some of the factors 
which increased trade between the members of 
the Commonwealth. In these circumstances, foreign 
countries found it difficult to run deficits with them and 
had to seek surplus balances with the U.K. directly to 
meet their obligations. 


18. The Government took iittle action to counteract 
the etfects of the depression. The exchange and monetary 
system then piTwailing exposed prices and incomes to its 
full blast: only in March 1931 a temporary import duty 
on wheat was levied and in 1935 on broken rice. Per- 
haps the sole extenuating factor was tlie Ottawa Prcfer- 
1 ‘ence in the U.K. in 1932. In 1933-34 the textile agree- 
ments witli the U.K. and Japan improved the prospects 
for raw cotton. 

19. Tile country liad hardly recovered from the depres- 
sion when the sc'paration of Burma on 1st April 1937 
inflicted another seivious injiu\v to its external balance. 
India's expoi’t surpluses in 1937-38 and 1938-39 were only 
Rs. 7 and Rs. 10 croi'cs respectively. If Burma had re- 
mained part of India, its export sui’plus would have been 
of the o]-der of Rs. 43 crores in either of these years. 

20. Tile war gave a great irnpetus to the developrment of 
industries." Industries which w^ere already in existence 
worked to full capacity and often in more shifts than 
one. New plants were added in some cases and a few 
basic industries were establislied. A rapid expansion of 
small-scale industries all over the country created new 
sources of supply; a variety of goods like cutlery, skewers, 
hand tools, taps, drains and camouflage nets and many 
other consumer and intermediary goods were manufac- 
tured. No precise information is available regarding the 
output of these small units, some of which have now dis- 
appeared. The trend of industrial activity in India during 
the war as indicated by the major large-scale industries js 
given in table 1. 


*'rho .'kgri<-ulfcural sector is discassed in paragraph 31 . 
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Soi^KLi: :-~OjVi'e of tJo: EooriO}nic Advi>^^>' to the frovernf/noh- of T nd 



*-^1. Some of the important new industries that stai'ted 
production for the first time during World War II u^ero (a) 
ferro-alloys like ferro-silicon and ferro-manganese, (b) non- 
ien'ous metals and metal fabricating industries like copper, 
co].)per sheets, wires and cables etc., (c) mechanical indus- 
tries like diesel engines, pumps, bicycles and sewing ma- 
chines, mactunu^ tools and (‘utting tools, (d) a few items of 
t(V\ he, lea and od proctasang macninery, and (e) chemi- 
cais like caustic soda. ehlorin(\ superphosphates, photo- 
giapiiie chemicals and bicln’oruaies. Some of these new 
articles are, however, being produced in very small quan- 
tities. I he Tarifl Board i nvcsligaled the claims of manv of 
them lor pro ted ion which has been granted in several 
ca,a,;S,. 

-d. As against this growili oi new industries over the 
last decade ihere have been important factors on the debit 
Side as a direct consequence of the conditions ci’eated by 
the war. The capital caruipment of ihi^ pre-war industries 
\^'as strained to the maximum during the six years of the 
war. Many iactoiaes wane working (sxtva shifts and there 
was continuous deterioration of plant and machinery, due 
to want ot proper maintenance and I’eplacemenh This 
posilion still continues, and at the present level of costs, 
most ol Iht^ mdustrios llnd it diiTicuit to undertake large-* 
scale replacement of \Aa)rn out plant and machinery. 

The wear and tear of capital equipment in war-time was 
onc' oi tlie results ol tiie infiaiionary methods which 
charaetonsed the war economy of India, War production 
had !o otter high profits in ordei* to mobriise the limited re- 
sources of a country witii a low economic potentia] to the 
maximum possible extent. This was clearly inflationarv in 
its ellects. High-cost production, based on rnaximurn use 
ol ca])-lai eqaipmerit. high wages and improvised methods 
haa lelt a legacy of infialion which lias not. vet exhausted 
itselt,. in iliis resjfiect, India’s economy differed irorri that 
of laS.A.. Australia. Canada or other countries, in v'hieh 
the existing economy c^ould bo more easily geared to the 
war eitort. 


i art it ion* 
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2:>. I.argc-Kcaio inlornatioRa'! iiugration ol eiiinic groups 
espt'cia'ly if it is unplanned grea),l\- dislocates the economy 
of a country. In India and Pakistan such movements in 
11147 and 1941; were oflecfod under violent pressure. As a 
result, on both sides considerable changes in t)ccupational 
pattern occurred. According to the Census of India, 1941, 
the distribution of population between the Indian Union 
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and Pakistan was S2' r and lo[i respectively. The exact 
pr-opordions to-day are, however, not known. 

24. Even before the partition, India was deticil in food- 
grains. The deticieney has now been aggravated. With 
82/c of the population of undivided India, the Union pro- 
duces only flon and (ia'i ot ihe* 0>la1 pri‘~pa ri i iion yield of 
tfie rice and wheait crops. With ail the jut(^ nulls willrin 
its borders the Union v’as left wu.h only a ([uaritn' of the 
jute aci'eag(^ in undivided India. Sinillarly with dike ot 
the cotton mills of undivided India in the Union, it is 
dependent on I’akisian foi’ a litlh' less than a rniiiion bales 
of long and medium staple cotton. The partition lias de- 
prived tiic Union of many major inigation worlds in the 
West Punjab and Sind: while 45-2 per cent, ot llie net 
sovvti ai’ea is served by iri'igation works rn Pakistan, tiie 
corresponding pcrceniagt: in tlw Union is 18 d per cent. 

25. The following table shmts ihe changes in die popu- 
lation. agriculture and mineral resources ot India as tlte 
result of partition 

Tabli; 2 


Pcrceritagc share oj India and, Pakistaiz in total Area, 
Population and Prvrnary Produciion oj undivided India. 
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26. Except for some potential oil producing sources in 
the Indus Valley and East Bengal; salt and gypsum of the 
Salt Range; coal in West Punjab, Sind and Baluchistan; 
small quantities of chromite and sulphur in Baluchistan; 
and low grade antimony ore in Chitral and high-grade lime- 
stone of the Salt Range and North-West India; the Union 
has lost little of the mineral resources of undivided India. 
The total value of mineral production of the area lost to 
India in 1947 is about of the total in undivided India. 
The loss of the ore deposits of gypsum and rock salt (for 
heavy chemical industries) is a handicap to India. At 
present Indja produces only 12 per cent, of its present con- 
sumption of oil and it is difficult to say how far local re- 
sources can be improved. 

27. The table below shows the percentage distribution 
of industrial establishments between India and Pakistan: — 

Ty\BLE 3 

Perce nUige Distrihiitm^^^^ of large Inchi.strial Establishnients 
between India and Pakistan. 
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(;i) SpiMiiing. weaving- and other factories. (b) Smelting and 
steel rolling rnilLs. (e) Inelnding paper pulp, (d) Ineluding lime 
and potteries. 

SouKci:: — Based on data, relating to the calendar year 1943. 
cotitihled by the Director General of Conunercial Inielligeiiee and 
Statistics, Gorernrneiii of India. Detailed statistics for later years 
arc not available. These statistics relate, to all factories which come 
nnde.r the operation of the Factories Act (XXV of 1934), as amended 
npto 1943 (e..vcepting those in which the average nuinher of workers 
employed daily is less than twenty) and also those establish'rnents in 
Indian States which are considered to be of sufficient industrial 
vn portarice, in so far as it has been possible to collect information. 
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For some consumtM’ goods industries like textiles, sugar, 
paper and paste boards, matches, edible oil, etc.. India had 
a large market in the areas included m Pakistan. The 
position of India m regard to the two industrial raw materi- 
als, I aw cotton and jute is particularly unsatisfactoi'y. 
The Government have launched on schemers to increase 
the jute acieage in tlu‘ Union and similar schemes for raw 
cotton are also under way. 

Section B 

The Present Position 

2b. Having considered the principal changes brought 
about by the historical circumstances that intliumced the 
course of the country’s economic dcwelopiruMii during the 
last tliii’ty yeai’s, we shall proceed to examine in this sec- 
tion some ol the basic factors in India s economy. 

29. The population of the Indian Union in lf)4h is esti- t 
mated at 337 millions. BeUween 1921-41 it increas('d by 
about 83 millions. During the decade 1931-41 the rate of ' 
increase was U3 per cent, a year. 

To understand tlie lull significance oi the size and liic 
rate of growth of India’s population, thesc^ hgui’es should 
be related to per capita incomt' in tlu* country. Various 
estimates of the national income liave appeared recently. 
One general conclusion that can be drawn from these esti- 
mates is that the per capita Income in India is around 
Rs. 200 as compared with Rs. 7,300 in U.S.A,,^'' and over 
Rs. 2,600 in U.K. Even in a low income country like 
Mexico the per capita income is three timers tliat of India. 
Ihis shows that the fundamental ('conomic probkan is to 
increase the levetl of the income of thc' people. 

In the absence of adequate relevant data it is diflicult 
to hazard any views on the probable tnvnds of fertility and 
mortality rates and the rate of growth of the population. 

It will, however, seem reasonable to expect that in the 
next few^ years betw^een 3 to 3t million people will be added 
to the population every year as a result oi the excess of 
births over deaths. We mention these figures only to 
emphasise the point we make in our Report that unless the 
tempo of economic development is suniciently high its 
effect on the level of per capita income will be negligible 
and no appreciable increase in the standard of living of 
the people will be achieved. 

*At the current exchange rate. 
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30. Agriculture, the predominant occupation of 67% of 
India's population, is one of the more disquieting sectors of 
its economy. In the last few decades, it has remained more 
or less stagnant, and at points there is a tendency towards 
deterioration. In the forty years, 1901-41, the total sown 
area increased only from 220-4 million acres to 244-7 million 
acres; part of this increase reflects improvement in report- 
ing {the latter llguie is exclusive of the sown area in. 
Burma). The distribution between food and non-food 
crops changed sliglitly, fi’om and 15%- in 1901-02 to 

8(ge and 2nB in 1940-41. 

dlie two most important food crops of India arc rice 
and wheat. In 1920-25 the aerc^ages were 69-4 and 29-6 
millions., In 1935-40 they were 72*7 and 34-4 millions. The 
iK'xt impoitant crop is cotton which accounted for 22T 
million acres in 1920-25 and 24*2 millions in 1935-40. Signi- 
.ficant increases in acreage wore recorded by the five im- 
portant oilseeds viz., linseed, rape and mustard, sesamum, 
castoi' and groundnuts; the combined acreage in 1920-25 was 
16*6 millions and in 1935-40 22*4 millions, the largest in- 
crease bemg^ under gi*oundnuts and to a lesser extent under 
linseed. The area under tea increased from 0-71 million 
acres in 1920-2:) to 0*83 million acres in 1935-40. Apart 
from the (expansion of agriculture lagging behind the in- 
crease in population, the yield per acre of most ci'ops 
gi'owri in India is considerably less than in other countries: 
for example, the yield of w^heat is a little over a third of 
that in Pakistan and about a quarter of that in U.S.; that 
of T*ice is half of iliat in U.S. and a third of that in Japan; 
that of maize is somewhat over a quarter of U.S. and luilf 
of China: that of sugar is a little over half of the small 
holdings and a quarter of the estates of Java; that of 
cotton is less tium a third of U.S. and half of Pakistan and 
that of groundnuts is iiaif of tlial of Cliina. An important 
cause of this lew productivity is the dependence of India's 
agneult Lire on rainfall. The area under irrigation in 
British India (excluding Burma) increased from only 47*8 
million acres in 1920-21 to 50-2 million acres in 193G-37 and 
tile area irrigated as a percentage of the net sown area 
fell from 24 to 23. During tlie same period the proportion 
in the Indian States remained unchanged at 15% . Apart 
from the sliortage and abnormal distribution of rainfall, 
floods, hail-storms, frosts and other vagaries of seasons also 
affect India's agriculture. Some of the other causes of the 
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low yield are — uneconomic units of cultivation, low equip- 
ment per acre, the use of bad seed, lack of good fertilisers, 
and often the lack of proper incentives for improveniient. A 
statement showing the yield per acre of some major agri- 
cultural crops is given below: — 

Table 4 


Average Yield of Principal Crops in India, 
Lbs, per acre 
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Sou RCEs : -(a) y\gricvltiiTal St(ti isiics of India, Volume 1. 
(b) Estimates of Area and Yield of Principal Vrops in India. 

31. During the w'ar, India's agriculture responded little 
to tlie incentive of higli prices and a gnai'anteed inlcoTial 
market. Output increased very iittle, and as a result, 
prices soared, especially in the latter pari of the war when 
the output of many foodgrains was ad\erse!y airca'ted by 
seasonal C’onditions. The iabie beiow^ sliows tiiese changes 
during the war years. 

Table 5 

Index lYumher.s of Agncaltiiral Prexiuctuyn in Iruiian Union 
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SiouHCK: — Directorate of Econonucs and Statistics, Ministry of 
Agriculture, Goxmrnment of India. 
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During the war the area under raw cotton and, to some 
extent jute, was drastically cut down for growing more food. 
While some of the acreage under jute could be sown to 
rice, the areas where cotton acreage was curtailed, e.g. in 
CP. irriz.. the acreage under short staple cotton— the cotton 
for which export markets had been lost during the war 
years) were ill-suited to produce any but the coarsest food- 
grains. After the war, the demand for increasing the 
acreage under cotton and jute increased- -particularly after 
the partition in 1947, when India lost some three-cjuarters 
and one (juartei' of llie jute and cotton acreage respectively. 
Recently tiie area under ]ute has shown an encouraging 
inci-ease but the cotton acreage is still lagging behind. 


82. Although nc> dependable statistics exist, it is generally 
believed that tlu^ agricultural sector accounted for about 
one half of tiie total national income of British India in the 
p]-('-war ycru's. T\\c war and the pcirtition liavc resulted in 
serious sec’tional prii'c disec|uifibria and have brouglit about 
some change's in the reiative importance.' of agriculture and 
industry in the naiiona! economy, but the proportion of 
agricu ll lira] inc(>me to ilu' total nahional inc(>me Ikls pernaps 
not altered greatly from the pre-war parity. The two 
important i'acts wuli regard t.o ttiis income are — (a) per 
ciip>Uj. !ev(4 and (b) its stability. The per capita level is 
]{y\\er Ilian in indu^ir\’ by any meilmd oF computation. Its 
stability too is considerably The price level of agriciil- 

(oral pvodness tl'im (s reievam. lo inis (‘onsidcration is Ifie 
Icvc! (sF halves piiccw these price's ai*e not onlv iovrei' than 
tlu' wholi'sak' jarov:. rn ilie diO'ercari, markem but sutler from 
serious seasonal and tu'ar i.(j yea?' variations. This instability 
in tiu' incomes <4' laimary producers inti-oduces an impor- 
1am tdernimt of instability into the general economy of the 
count rv; tl'ie agncuitural population still constitutes the 
largest block v)f consumers for the products of our establish- 
ed industiues wdiich are hoavuly'' w^eiglated by I’clatively 
simple articles of daily use like textile, soap, sugar, matches, 
minor implements and instruments. 


Mineral 

KeBoiircos 


33. Contraj-.N' lo the geno'a! impression, the mineral 
resources of India are not large for a country of its size 
and population. Of the minerals, metals and industrial 
rocks listed in the Mineral Statistics of India, only coal, 
gold, mica, building materials (including constructional 
stones, limestone, etc.), salt, petroleum, manganese ore, 
iron ore, copper ore, and ilmenite are produced in quantities 
to be of real importance to industry and other sectors of 
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the economy. Of these, mica, manganese ore and ilmenite 
are wliolly or largely exported. 

The separation of Burma from India affected India/s 
lesources of non-ferrous metals, as the large mines produc- 
ing copper, lead, zinc, timgstex^, etc., are now in that 
counli'y. Die im})oi;lant industrial non-ferrous metals ai’c 
eitlier not pi-oduced in India at all or their production is 
insigni (leant. Less Hum 12 per cent, of India's requirement 
of mineral oils is now rnei. by domestic production: tlie rest 
being impoi ted. India luis, Iiowever, adequate I'csoui’ces 
of industrial clay, bauxite,, steatite, cliromilo, natural abra- 
sives. magnesite, L'lspar, dolomite phosphate, vanadium, 
titanium ore, ete., loi' its immediate and future needs. 

Tabi.,e G 

Doviest'ic Productiori. Imports {Net}, and Exports (Net) of 
s o rn e Ivi po r ta ? 1 1 M 1 1 / e ra Is . 
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24. The |)owcm resources m India are limited to coal, oil 
and electricity. 

India's coal mining is centred mainly in Bihar and West 
Bengal. The total reserves of coal downi to a depth of 2,000 
feet are estimated at ()5,000 million tons, of wliich the ‘actual 
reserves’ (i.e., those which are proved or considered beyond 
reasonable doubt to exist) are 4,987 million tons, and the 
rest are ‘probable reserves'. Reserves of good coking coal 
have been estimated at a little over 1,600 million tons.* 

The annual production of petroleum in India before the 
war was about 80 million gallons from oil fields situated 


*Tlie Tridiaii Coaitields Coirimitteo (1946) considered tliat it would be 
wiser to proceed on the assumption that the reser\'e.s of good eokirjg coal 
may not exceed 700 to 750 inilliori toiiK. 
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in Upper Assam and the Punjab, As a consequence of 
partition the potential oil fields in the North West India 
and in East Bengal have gone over to Pakistan. The testing 
of representative groups of structure by boring in Tripura, 
Cachar and elsewhere will prove the extent to which India's 
meagre resources of oil can be improved. At present India 
produces only about 12 per cent, of its requirements of oil 
from indigenous sources. 

Utilization of molasses for production of power alcohol 
is another source of power. At present India's installed 
capacity for the production of power alcohol is about 
9 5 mn. gallons and the actual production is only 3 mn. 
gallons per year. 

As against relatively meagre resources of coal and oil, 
India’s water-power potential is next only to U.S.S.R., 
U.S.A,, and Canada. Judged by foreign standards, however, 
the progress of hydro-eiectric development in India has 
been far from satisfactory. The total generating capacity 
of hydro-plants to date is about 0'5 million kW. and the 
consumption of all kinds of electricity per capita is only 
9*2 kWh. against 4,000 kWh. in Canada, 3,090 kWh. in 
Norway, 2,100 kWh. in Sweden, 1,660 kWh. in U.S.A., and 
1,944 kWh. in Switzerland. 

Table 7 


RcUiiive De'oeloprneni oj HydrO'-Electnc Power m varioits 
Countries of the Worlci 
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Another feature of the progress in electrification so far 
achieved is the fact that most of the existing installations 
have been planned to satisfy the demands of the urban 
areas. This will be clear from the following statement 
giving a summary of towns and villages in India provided 
with electricity as at the end of 1948 on the basis of popula- 
tion as per 1941 census: — 


Table 8 

Nuviher o] lawns (ltkI Villages provided with Electricity in 

Indian Urn on 
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It will be seen that while a number of towns with a 
population of ewer 10,000 are served with electricity only 
9 per cent, of those with a population between 5 000 and 
10,000 are having its benefits and in the case of towns with 
a population below 5,000 a negligible number of them have 
got electric supply. 


A large number of power schemes is now either under 
active consideration or under execution by the Central and 
State Governments in the country. It is expected that they 
will be completed before 1958. On this basis the installed 
generating capacity of India may be augmented as follows : 

lastallod capacity in 1948 
Capacity expected at the end of 1955 
Capacity expected at the end of 1958 

Roughly speaking, these figures indicate that the aggregate 
capacity of generating plants in India may almost be trebled 
over the next decade showing an annual increase of about 
20 per cent, over the 1948 figure. 


K.w. 

1.422.000 
2,800, (K)0 

4.510.000 
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Development of the proposed power projects will require 
the use of heavy electrical equipment like hydraulic gates, 
valves, pipes, etc., hydro-electric generating units, trans- 
formers (power and distribution), switchgear and control 
panels, general purpose motors, insulating materials 
required for electrical equipment manufacturers. These 
will, either have to be manufactured in the country or 
partly manufactured here and partly imported from abroad. 
At present very few of these items are produced in India. 
It has been estimated that if Rs. 500 crores is spent on the 
execution of the power projects now under execution or 
contemplation, a much larger sum would be needed for 
installation of domestic or industrial equipment and appa- 
ratus required for the utilisation of this power. 

35. The relative backwardness of India’s industrial 
sector is reflected in the development of its transport system 
also. India’s total road mileage (metalled) is only 86,889. 
Mileage (metalled) per thousand square miles is only 71 as 
compared with 1,840 in France, 2,020 in Great Britain and 
1,030 in the United States. Similarly, the railway mileage 
is comparatively low. Mileage per thousand square miles 
works out to 22 in India as against 79 in the United States 
and 214 in the United Kingdom. In any plans for the indus- 
trial development of the country, the expansion of the 
transport system must have high priority. 

36. As a source of employment, cottage and small-scale 
industries play an important role in India’s economy. 
About 15 4 million people are employed in this sector as 
compared with about 2 6 million people in the organised 
industries. In the absence of any reliable data regarding 
the volume and value of the products of cottage and small- 
scale industries, little can be said about their progress 
during the last three decades. 

The present position of the organised industries is 
summarised in Appendix V. Significant changes have 
taken place in the industrial structure of the country after 
the Indian Fiscal Commission reported in 1922. The total 
volume and variety of output of manufactured goods today 
places India am.ong the first 10 leading industrial countries 
of the world. This, however, does not mean much when 
account is taken of the size of the country, its population 
and I'esources. Some of the principal industries like tex- 
tiles, sugar, steel and cement may be said to be of consi- 

* SoCRCB — Ministry of WorlcH, Mines and Power. 
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derable dimensions. But there are notable deficiencies. 
India has only a few heavy capital goods industries. 
Machinery and machine tools, non-ferrous metals, electri- 
cal engineering, automobiles and tractors, prime movers 
and heavy chemicals are some of the basic industries 
which are either non-existent or still in their infancy. 

37. The industrial progress of a country may be judged 
by its consumption of steel and heavy chemicals. India’s 
per capita consumption of steel is only 8 lbs. per year 
as against 860 lbs. in the U.S.A., 520 lbs. in the U.K. and 
470 lbs. in Australia. Similarly, the per capita consump- 
tion of sulphuric acid in India is 400 times lower than 
that of the U.S.A. and that of soda ash 100 times lower. 
India’s position in the industrial world may also be judged 
by the fact that there are still less than 3 million persons 
employed in large-scale factories, which constitutes less 
than 2 per cent, of working population. 

Table 9 


Table Showing Present Installed Capacity and Five-Year 

Targets 
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♦Relates to Undivided India. 
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The extent of the deficiency in some items of industrial 
production may be gauged from the figures of the present 
productive capacity in these industries and the targets laid 
down for the first five years by the Industrial Panels 
appointed by the Government. (Table 9). 

We realise that many of these targets will require 
revision in the light of revised estimates of demands and 
the capacity of Indian industries to expand. The figures 
shown in Table 9 are therefore intended only to show the 
order of India’s deficiency in certain important lines of 
manufacture rather than to suggest any practical 
programme of expansion. 

fc^oreigii 38. India’s foreign trade upto 1939, exhibited all the 

characteristics of an economy based on primary pro- 
duction. A few items dominated exports; machinery, equip- 
ment and consumer goods were imported; exports were 
directed to a few markets; there were large annual inte- 
rest obligations abroad and little use was made of com- 
mercial policy or the usual commercial safeguards to 
protect the economy of the country from disturbing influ- 
ences originating abroad. The country’s foreign trade per 
head was very low and its share in world exports declined 
from 3-7 per cent, in 1928 to 2-9 per cent in 1938. 

The expansion of trade in the decades before 1914 were 
not maintained in the inter-war years. The quinquennial 
averages of exports and imports after 1920-21 are shown 
below : — 


Table 10 


Value of India' K Imports and Exports 1920-21 to 1944-45 
(Quinquennial Averages) 

(Value in Be, lakhs) 



Ijii ports 
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134,28 

1935-36 to 1939-40 .... 

150,21 
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Export 


300,81 

327,27 

161.33 
180,86 

204.33 


In th^niddle-twenties trade was at a fairly high but 
varying level. Soon after as the depression came, both 
the quantity and the value of trade (especially the latter)’ 
dropped heavily, and there was little recovery till the 
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middle thirties. In most of the war years, imports ruled 
fairly low. From 1944-45 their values have risen conti- 
nually, but this was due mainly to the rise in import 
prices, there was no corresponding increase in quantity. 

During the inter-war yc^rs, the percentage shares of 
ihc three main groups of imports in the total were as 
shown in the table below: — 

Table 11 

Gro'iip-u'ise Coinposition of India's Import Trade in Inter- 

War Years 
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Of the three main Groups of imports, the first maintained 
a relatively steady share (approximately 14 per cent.); 
Group II increased its share from 7 4 in 1920-25 to 19-8 in 
1935-40 due mainly to imports of superior raw^ cotton when 
from the early thirties the textile industry improved and 
diversified its production and of oil; Group III which in- 
cludes Consumer goods, like textiles and machinery, lost 
from 77 per cent, to 64 per cent. During these years the 
composition of world trade also changed in a similar 
manner : trade in foodstuffs etc., fell heavily and manufac- 
tured goods lost slightly less: but trade in raw materials 
gained considerably. 

This classification does not, however, reveal the small 
but significant changes in India’s imports which reflected 
a certain measure of industrial development. To study 
the changed pattern of India’s import needs, we have 
classified below the imports into consumer goods, raw 
materials and capital goods, thereby breaking up Group 
III above viz.. Manufactured Articles.* 

*Some important items in these groups are: 

Consumer goods.— Food, drink and tobacco; apparel, cutlery; 
certain instruments and apparatus, paper, textiles and certain 
vehicles. 
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Table 12 


Share of Raw Materials, Consumer Goods and Capital Goods 
in India's Imports in Inter-War Years. 

Percentage of total. 
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(ii) Rmr ATnherials j 

54 0 

1 

."il -6 

1 

1 48-9 i 

! 1 
1 

33-0' 

1 

A. Mainly unproresstMl . j 

41 

8 1 

7 -8 

10 4 

1 

H. Partly prorosstMl 

1 1 -5 

lodi 

Mi o 1 

18 -0 

(iii) Cnpiinl goods - . j 
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1 
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Note. - Raw materials have been subdivided into (a) mainly 
unprocessed (e.g. textile fibres, raw hides and skins, oils etc.) and' 
(b) Partly processed (yarns tanned hides and skins, chemicals, 
etc.). 

While the broad changes in the three groups were as 
shown above, the individual items in the groups behaved 
in different ways. For example, between 192e5“36 within 
the consumer goods group, the percentage shares of food, 
drink and tobacco and of all textiles fell from 27 per cent, 
and 55 per cent, to 20 per cent, and 50 per cent, respective- 
ly, while those of certain hardware, instruments and 
apparatus and artificial silk piecegoods increased from 3^ 
1, and 1 per cent, to 4, 3, and 5 per cent, respectively; 
within the raw materials group raw cotton increased from 
10 and 21 per cent, and chemicals etc., from 6 to 10 per 
cent., while oils and cotton yarn fell from 30 and 22 per 
cent, to 23 and 12 per cent, respectively. In the capital 
goods group significant increases were recorded by various^ 
electrical instruments (4 to 9 per cent.), machinery and 
millwork (28 to 39 per cent.), while metals (manufactured)' 
fell from 48 to 35 per cent. 

After some temporary shifts especially in the later 
stages of the war, imports during 1945-48, though governed 


Raw materials. — (A) Hides and skins, rubber, cotton, jute, silk 
wool, hemp, wood and timber; (B) Gums, resin and lac; oils, 
dyes and colours, jute manufactures and cotton, silk, wool and- 
artificial silk yarn. 

Capital goods . — Electrical instruments, machinery and millwork, 
printing and lithographing machinery, railway plant and rolling: 
stock, certain vehicles, metals — manufactured, and hardware 
(excluding cutlery and electroplated ware). 



SHARE OF RAW MATERIALS. CONSUMER COODS 
AND CAPITAL SOODS IN INDIA’S IMPORTS 


CAPITAL GOODS 


r 

I^RAW MATERIALS { 


PARTLY PROCESSED 


PERCENT OF 
TOTAL 


INTER WAR YEARS 

IMPORTS OF PRIVATE MERCHANDISE 


PERCENT OF 
TOTAL 



POST WAR YEARS 

INCLUDING IMPORTS ON GOVERNMENT ACCOUNT 



1947-48 

(PRIVATE 

MERCHANDISE 

ONLY) 


1948-49 

Oncluoing land-borne 

IMPORTS FROM PAKISTAN) 


REFER TO TABLES -12 &13 



37 


by many short-term and emergency factors viz., infiation- 
aiy pressure and restraints and currency convertibility, 
tended to resume their pre-war pattern. Partition 
checked this tendency by necessitating the import of 
more foodgrains, raw cotton and jute and reducing the 
share of capital goods. This is shown by the last column 
in the table below. The increase in the value of imports 
in 1948-49 is also due to a sharp rise in prices over 1947- 
48; as export prices did not rise proportionately, the terms 
of trade fell from 101 to 96-7.* 


Table 13 

Share of Raw Materials, Consumer Goods and Capital Goods 
in India’s Imports in Post-War Years., 
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17 7 ' 
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Note — 

P — Private imports. 

Imports on Government aecount. 


The trade statistics ot India since the Partition are not 
strictly comparable with those of previous vears for the following 
reasons ; — 

fi) From the 1st and the i5th of August 1947, the foreign 
trade of the Provinces ol Sind and East Bengal respecdivelv wa*^ 
excluded from India’s trade statistics. 

(ii) Upto February 1948 these statistics excluded India’s sea- 
borne trade with Pakistan. 

(ill) The trade of the ports in the States of Kathiawar and 
Iravancore with foreign countries is included with eilect from 
1st April 1948. 

(iv) The foreign sea-borne trade of Kutch is included with 
eliect from June 1948. 

(v) From April 1948 the previous distinction between trade on 
Government and private account has been abolished and all 
exports and imports are shown in consolidated statements. 

(vi) For 1947-48 there are no estimates of the land-borne 
trade^ between India and Pakistan; for 1948-49, however, the 
D.G.C.I.S. have published estimates of this trade. In some places 
below two sets of figures have been given for 1948-49, one inclu- 
ding and the other excluding the Indian Union’s trade with 
Pakistan across the land frontier. 

Further since the beginning of the war, imports of foodgrains 
have not been fully recorded in the published returns of sea-borne 
trade. 

tThis figure includes (a) the land borne imports from 
Pakistan, (b) the known excess of foodgrain imports over the 
figure recorded in Sea-borne statistics. 
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In the first half of 1949-50 the above structure of imports 
was maintained but the increased imports of all categories 
of goods coming under O.G.L. XI and the continued heavy 
drafts on India's Sterling resources because exports failed 
to show any comparable increase, necessitated a restric- 
tion of imports in mid-1949. Increase in imports in the 
first half of 1949-50 compared with the first half of 1948-49 
is indicated for a few items below; — 
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In September 1949, following the devaluation O' the pound 
sterling, India devalued the Rupee ins-a-vis the dollar 
by 30 "5 per cent. From that time imports, especially from 
Pakistan, have been reduced, and imports from the dollar 
area have continued to be seriously restricted. Exports 
have shown a steady improvement upto March 1950, the 
latest month for which figures are readily available. A part 
of the increase in exports has, however, been ascribed to 
sales out of accumulated stocks and a part to the increased 
rupee prices of Indian exports which has resulted from 
devaluation. 


The percentage share of the Commonwealth and other 
countries in the imports during 1920-45 is shown below; — 
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The Commonwealth’s share in imports fell from nearly two- 
thirds in 1923-25 to 45 per cent, in 1931-32; in 1933-35 it rose 
to 50 per cent. Among other countries, Japan steadily 
increased its share even during the depression. Germany 
paralleled the gain made by Japan. U.S.A. which gained 
from 5-7 per cent, to 9 3 per cent. (1923-33) later suffered a 
decline. Java lost heavily in sugar. These changes can be 
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attribuled to three forces: (a) “Irnpenar' Preference, 
(b) the changed pattern of imports for many of whicli 
United Kingdom was often at a comparative disadvantage 
and (c) the genei’al trend towards bi-la tcralism and the drop 
in United Kingdom's capital exports to India in the earlx^ 
thi rties. 

While tlmperiar Preference tended to draw the Cornmon- 
wealth countries together, the changed pattern of India’s 
imports reflected in increasing imports of raw materials and 
capita! goods relatively to consumer goods led to a slight 
diversion of imports from ihc‘ United Kingdom to other 
countries. The cll'ect of the tliird factor on the directional 
pattern was conditioned by the I'egional distribution of 
India’s trade balances. The table below shows India's trade 
balances with six regions in 1927-29 and 1937-39/' 

Table 14 

Regiona} Balance of I'rade. 
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Source: CornpiUd bu the Director of Commercial Intelligence cC Statlstiecs. 


*Tho countries included within Regions II, IV, V mid V I a»*(' : (II; 
tiwedon Germany, Netherlands, Belgium, Franco, Switzerland, Italy, 
Czechoslovakia and the U. S. S. R.; (IV) .Japan, China, Itonkong, iStraits 
Settlements, Java, Malaya, Burma, Indo-China, Siam, and Ceylon; (V) 
U. S. A., Canada, Argentine, Bi*azil, Chile and Cuba; and (VI Iran, Iraq, 
Kenya, ’ Egypt, Tanganyika, Anglo -Egyptian Sudan, and Zanzd.>ar and 
tPomba. 
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The table shows the cosiderable changes in these balances 
especially with the United Kingdom, Continental Europe 
and the Far and South East Asia (Region IV). Before the 
depression, India was able to meet its fixed obligations to 
the United Kingdom out of the surplus in its trade with 
Europe, the Far East and the Americas. This was no longer 
possible with the general restrictive trade policies of the 
1930’s. The countries outside the Commonwealth no longer 
ran surpluses with the Commonwealth countries. India’s 
large surplus balance of the 1920’s was considerably 
reduced and its region wise distribution altered so as tO’ 
enable the country to meet more of its obligations through 
bilateral channels. 

Since the war, the Commonwealth has lost its share in. 
India's imports, U.S.A. gained from 7 per cent, to 16 per 
cent. (30 per cent, in 1947-48). The new sources on which 
India has been depending for its imports since the war and 
the problems connected with the hard currency deficit are 
discussed in greater detail in Chapter X. 

39. In the inter-war years export receipts fluctuated 
considerably. India was traditionally known for its large 
favourable trade balances. The values of exports since 
1920-21 have been indicated in Table 12. In the middle 
1920's exports attained high levels (Rs. 400 crores in 1924-25). 
The decline from 1928-29 however continued till 1932-33: 
(Rs. 135 crores). The recovery to Rs. 202 crores in 1936-37 
was followed by a heavy decline due to the recession and 
the separation of Burma. During 1927-39 the quantum 
index of exports fluctuated more than that of imports: the 
lowest point for exports was 75 in 1932-33. During 1933-36 
the index was steady when values increased by 9 per cent. 
During the war exports increased considerably in value 
and this rise continued in the post-war years. In 1948-49’ 
the total value of exports was two and a half times the 
average for 1937-39. Since however the level of export 
prices had also risen, the quantum of exports, averaged 
over 1945-49, was a trifle over two-thirds of the pre-war 
value. This rise of export prices prevented the aggravation 
of the balances of payment problem. It was nevertheless^ 
a handicap when in late 1948 and early 1949 the recession, 
in the U.S. put an end to the seller’s market which had' 
been in existence since the end of the war owing to various 
shortages. The devaluation of the rupee vis-a-vis gold in 
September last came to the rescue and exports have since 
shown a hopeful increase. 
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The percentage share of the three main groups of exports 
during 1920-45 is indicated in the table below: — 

Table 15 

Groupwise Composition of India's Export Trade 
1920-21 to 1944-45 

(Quinquennial Averages) 

PercefUage sj total 
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It will be seen that during the inter-war years somewhat 
less than half of the exports consisted of raw materials 
(Group II); the rest belonged in about equal portions to 
Groups I and III that is food, drink and tobacco and manu- 
factured articles. In 1927-29 and 1937-39 the shares of 
Groups I, II and III were 23*3 per cent, and 22*6 per cent., 
47*4 per cent, and 45*2 per cent, and 28*1 per cent, and 
30*5 per cent, respectively. This shows to what extent the 
structure of exports remained relatively static. There were 
however appreciable annual changes in the shares of the 
three Groups — for example, the range of fluctuation of 
Group I was between 20 and 28 per cent., that for Group II 
41 and 52 per cent, and for Group III 22 and 32 per cent. 
The main item responsible for the variations in the share 
of Group I was grain, pulse and flour. Tea steadily 
increased its share of exports. In Group II raw cotton was 
the largest item and this fluctuated widely. Raw Jute and 
seeds also showed similar changes. The large changes of 
Group III arose mainly from the share of cotton and jute 
manufactures, India’s two most important exports in the 
category of manufactured articles; leather and dressed hides 
and skins were two other important items. 

The table below showing the shares of ten important 
export commodities during 1926-39 further illustrates the* 
remarkably static nature of India’s Exports. 
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Table 16 

Percentage Shares of certain Export Items in Total Exports 
of Indian Merchandise. 
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During the war years exports of manufactured articles 
especially cotton and jute increased, mainly at the expense 
of raw materials like cotton, jute and oilseeds. Between 
1935-40 and 1940-45 the percentage shares of raw materials 
and manufactured articles in total exports changed from 
47 per cent, and 30 per cent, to 25 per cent, and 49 per cent. 
This war time tendency for increasing export of manufac- 
tured articles continued after the war especially after the 
partition when the country lost its exports of raw cotton 
and jute. The principal articles of exports in 1948-49 were 
jute manufactures (33 3 per cent.), tea (14 '5 per cent.), 
cotton manufactures (9 ‘7 per cent.), raw jute (5 5 per 
cent.), raw cotton (4-3 per cent.) and oils (3-5 per cent.). 
During 1947-49 the share of jute manufactures in India’s 
•exports increased from 23 '5 per cent, to 33 3 per cent. 

Unlike imports, exports during the inter-war years went 
increasingly to the Commonwealth countries as shown 
:,below; — 
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Even before the depression exports tended to concentrate 
on the Commonwealth. Imperial Preference strengthened 
this tendency. Before 1930 India’s main exports to the 
United Kingdom were manganese ore, dressed and tanned 
hides and skins, raw cotton, oilseeds, jute-raw and bags, 
wheat and tea. After the enactment of the Import Duties 
Act, 1932, it was possible for the United Kingdom to offer 
preferences on certain commodities to Commonwealth 
countries. These increased the competitive position of the 
Commonwealth countries including India in the United 
Kingdom market in respect of certain preferred items. 
Within the Commonwealth the bulk of India’s exports went 
to the United Kingdom. But exports to countries outside 
the Commonwealth were more widely distributed. India 
had valuable markets in certain European countries like 
Germany, France and Italy and in the U.S. and Japan. The 
decline in India’s exports to some of these countries was 
checked round about 1933 owing to the depreciation of some 
important currencies and a measure of relaxation in res- 
trictive policies previously pursued. In the quinquennium 
ended 1939-40 India’s exports were equally divided between 
the Commonwealth and foreign countries. In the next 
quinquennium the share of the Commonwealth increased 
to over 64 per cent. Since the war, however, the Common- 
wealth has been fast losing ground. In 1948-49 the pre-war 
share of a half of India’s exports was more or less main- 
tained. But if land-borne trade with Pakistan is added to 
the sea-borne exports, the share of exports to the Common- 
wealth shows a slight increase. Within the Commonwealth 
the share of the United Kingdom has been slowly falling. 
As among other countries, India has so far regained only a 
small portion of its pre-war markets in Europe especially in 
Germany and in Japan. The United States of America is 
now one of India’s largest markets. While in 1935-40 
it took a tenth of our exports, in 1947-48 it took a fifth. 
(The share of imports from this country in these years was 
7 * 3 and 30 • 3 per cent, respectively). The most important 
exports to the U.S. are raw jute, mica, manganese and 
hides and skins. In 1948-49 the share of India’s exports to 
the U.S. fell slightly. 

During the past two years India has been finding it diffi- 
cult to export in sufficient quantities to pay for its large 
import needs without seriously depleting its foreign assets. 
In the summer of 1949 the difficulty became acute, and 
when the United Kingdom devalued its currency vis-a-vis 
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gold, India followed suit. Various measures were adopted 
to stimulate exports especially to the dollar area and to 
restrict imports by such devices as export drives, rigorous 
import control and bilateral agreements with a number of 
countries. We shall refer to some of these subjects again 
when we consider the problems facing India’s exports in 
the immediate future in Chapter X. 

40. In the last 30 years India’s economy has shown some 
marked changes— some on the credit and some on the debit 
side. The country has greatly reduced its dependence on 
foreign sources of supply in certain consumption articles 
e.g., in cotton textiles, matches, soaps, sugar, paper, cement, 
iron and steel and a few chemicals. Secondly, during the 
period increasing attention has been paid, specially in the 
years after World War II to the development of India’s 
natural resources. 

On the debit side, the agricultural sector of the 
country's economy has remained practically stagnant 
throughout this period, with little increase in the total 
yield of agricultural crops or little change in the character 
k agriculture. Population has, meanwhile, continued to 
grow and the occupational pattern has sho\vn little change. 
Consequently, notwithstanding the increase of production 
in certain lines of manufacture, the market for industrial 
goods has remained restricted. Moreover, during the last 
three decades, India has been losing its share in world 
trade. In particular. India has now to depend on imports 
of foodgrains to feed its population and on imports of 
cotton and jute for its important industries. Foreign in- 
vestment has played a relatively small part in supplement- 
ing domestic investment and production; indeed the sources 
of foreign capital practically dried up from the beginning 
of the 1930’s. In the circumstances, it is not surprising 
that there has been so little increase in the over-all supply 
of goods and services available for domestic consumption 
in relation to India’s population. In spite of the advance 
made in some lines of manufactuie the dehciencies in the 
different sectors of our economy still remain considerable 
and a great effort will be needed to make up the lee-way 
in agricultural and industrial production. We shall revert 
to the problems in a subsequent book of the Report where 
we discuss the pattern of economic development. 



CHAPTER IV 

tariff policy in retrospect 

*> 

Section A 
Pre-War Policy 

H. During the period when the U.S.A., France and 

terlff n? up their industrial structure under 
tauii protection, the policy pursued by the Government of ST 

T principle of free trade. Under this m» 

India became an exporter of raw materials and 
eptnctc on imports from outside for manufactured 
artic es. The only two important industries which were 
developed during this period were cotton and jute textiles 
o) which India possessed exceptional natural advantages, 
the weakness of this policy was revealed to the Govern- 
ment during the first World War (1914-18) when imports 
became difficult. The Government of India, therefore, 
appointed an Industrial Commission in 1916 to explore the 
possibility of industrialising the countrv. The Commis- 
sion submitted its report in 1918 and recommended that 
in future Government must play an active part in the 
industrial development of the country with the aim of 
making India more self-contained in respect of man and 
material As fiscal policy was outside the terms of 
leference to the Commission, the main recommendations 
were confined to improvements in the departmental 
organisation for the encouragement and control o*' 
industries, improvements in technical training and educa- 
tion, re-organisation of the scientific staff of the industrial 
departments with a view^ to the establishment of a more 
comprehensive system of research, the grant of technical 
and financial assistance to industry and improvement in 
labour conditions including housing and .sanitation. 

42. In the meantime, rapid changes were taking place 
m the political sphere. In August 1917 a resolution w-as 
passed in the British Parliament which envisaged "‘pro- ^ 
gressive realisation of responsible Government in India 
as an integral part of the British Empire". The Joint 
Select Committee which examined the subsequent Govern- 
ment of India Bill. 1919, recognised that fiscal freedom 
should not lag behind political freedom. It said ■ "Nothing 
IS more likely to endanger the good relations between 
India and Great Britain than a belief that India's fiscal 
policy IS dictated from Whitehall in the interests of Great 
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Britain”. The Committee, therefore, suggested the estab« 
lishment of a convention df non-interference in the fiscal 
policy of the Government of India by the U.K. Govern- 
ment. In 1921 the Secretary of State for India accepted 
this as the future policy in his reply to a deputation from 
Lancashire on the Indian import duties on cotton goods. 
This was a landmark in the history of fiscal policy in India. 

43. With the fiscal autonomy convention established, 
the question of formulating a tariff policy came to the 
forefront and the Government of India in response to 
public feeling decided to appoint a Fiscal Commission ‘‘to 
examine with reference to all interests concerned the 
tariff policy of the Government of India including the 
question of the desirability of adopting the principle of 
Imperial Preference and to make recommendations.” The 
Commission after a careful investigation of existing condi- 
tions came to the conclusion that the industrial develop- 
ment of India had not been commensurate with the size of 
the country, its population and its natural resources. 
After examining the advantages and possible disadvanta- 
ges of industrialisation, the Commission felt that industrial 
development “would be very much of advantage to the 
country as a whole creating new sources of wealth, en- 
couraging the accumulation of capital, enlarging the public 
revenues, providing more profitable employment for 
labour, reducing the excessive dependence of the country 
on the unstable profits of agriculture and finally stimulat- 
ing the national life and developing the national character”. 
The pattern of industrialisation visualised by the Commis- 
sion, was, however, the simpler forms of manufacture. In 
recommending protection, the Commission desired that “in 
the interests of the consumers generally and particularly 
of the masses of the people, in the interests of agriculture, 
in the interests of steady industrial progress and for the 
maintenance of a favourable balance of trade, the policy 
of protection should be applied with discrimination so as 
to make the inevitable burden on the community as light 
as is consistent with the due development of industries and 
to avoid abrupt disturbances of industrial and commercial 
conditions”. The Commission, therefore, laid down the 
following three conditions for the selection of industries 
for protection : — 

“(1) The industry must be one possessing natural 
advantages such as an abundant supply of raw 
material, cheap power, a sufficient supply of labour 
or a large home market. Such advantages will be 



47 


of different relative importance in different indus- 

• tries, but they should all be weighed and their 
lelative impoitance assessed. The sucicossful in- 
dust lies ot the woi'id possess certain comparative 
advantages to which they owe their success No 
industry whicli dot*s not possess some compai’ative 
advantages will be* able to compete writii tliem on 
equal terms and therefore the natural advantages 
possessed by an Indian industry should be analvs- 
ed carefull.y, in order to ensure as far as possible 
that no industry is protected wdheh will become a 
permanent bui'den on the community. 

“(2) Tlu.^ industry must be one which vu'tlunit the 
help of protection either is not likely to dewadop at 
all or is not likely to develop so rapidly as is desir- 
able in tile interests of the country. This is an 
obvious coi’oliary from tlie principles vrhieh liave 
led us to recommend protection. The mam object 
ot protection is either to develop industries wliich 
otherwise would not be developed or to develop 
them with greater r'apidity. 

‘'(d) The industry must be one which will (‘ventually 
be able to face world competition without protec- 
tion. In forming an eslimafe of the probabilities 
of this condition btung fulfilled, tfie natural advan- 
tages referr(‘d to in conduion (1) will of course be 
considm'cd csrt'fuUy, Tire importance of this con- 
dition is obvious. The protection we coni.emplate 
IS a temporary protection to be given In mdusU'ies 
w;hich will cveniuaiiy be able to stand alone.” 

44. The Commission also made the following recom- 
mendations for the development of industries: — 

“(1) that raw materials and machinery be ordinarily 
admitted free of duty and that semi-manufactured 
goods used in Indian industries be taxed as lightly 
as possible; 

“(2) that Industries essential for purposes of national 
defence and for the development of which condi- 
tions in India are not fav(.>urable be adequately 
protected if necessary; 

“(3) that no export duty be ordinarily imuoscd except 
for purely revenue purposes and then only a^. very 
low rates; but when it is considered necessary to 
restrict the export of foodgrains, the restriction be 
effected by temporary export duties and not by 
prohibition’'. 

45. To implement the above policy, the Commission re- 
commended the constitution of a permanent Tariff Board 
whose duties wmuld be to investigate the claims of parti- 
l9MofC 
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cular industries to protection; to watch the operation of the 
tariff and generally to advise the Government and the 
Legislature in carrying out the policy indicated above. 

46, The following subsidiary recommendations were also 
made : — 

1. “that the proviso to Section 20 of the Sea Customs 
Act be repealed, and that Customs Duty be ordi- 
narily levied on goods belonging to Government; 

2. “that difficulties in the shape of shipping rebates 
or unfair advantages like dumping, depreciated ex- 
changes, bounty-fed imports from abroad be in- 
vestigated and where possible removed; 

3. '‘that industj'ial develo|)ment be promoted by 
giving a rnose indusiisal bias to pnmai’v education, 
and pi'oviding opportunities for training appren- 
tices, and organisations for increasing the mobility 
of labour; 

4. “that no obstacles be raised to the free inflow of 
foreign capital but that Government monopolies or 
concessions be granted only to companies incor- 
porated and registered in India with rupee capital, 
such companies to have a reasonable proportion of 
Indian Directors, and to afford facilities for train- 
ing Indian apprentices; 

5. “that the tariff be not ordinarily employed for 
retaliation, or as a means of aggression; and 

6. “that the tariff be elaborated with a view to re- 
move ambiguities and that the system of specific 
duties and tariff valuations he cautiously 
extended.’' 

47. The above recommendations were not endorsed in 
■ iota by five out of the eleven members of the Commission. 
They considered that the recommendations of the majority 
were hedged in with rigid conditions and provisos which 
were calculated to impair the progress of industrialisation. 
The main criticism centred r'ound the three conditions laid 
down for the selection of industries for protection. The 
object of the first condition was to ensure as far as possible 
that no industry was protected which would become a 
permanent burden on the community. The aim of the 
third condition was also similar when it stated that the 
industry must be one which would eventually be able to 
face world competition without protection. In fact, the 
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first condition was explanatory of the third. Tne Commis- 
sion, liowever, separated the two and specifically laid down 
under condition (1), that the industry should have com- 
parative advantages like abundant supply of labour or a 
large home market. The result was that in severaf cases 
the ‘‘advantages" specifically enumerated as rllustiative 
came to bo regarded as rigid conditions to be complied with 
before protection could be given. For example, the Gov- 
ernment refused to accept the Tariff Board s recommenda- 
tions for granting protection to glass and tlie worvsted sec- 
tion of the woollen industry on the ground that the c'ssen- 
tial raw materials were not available in the countrjr. 
Further, under condition (1) the Commission consider- 
ed a large home market as one of the factor, s m determin- 
ing comparative advantage but ignored the po.ssi bill ties of 
export market in cases where the home market by itself 
was not large enougli for economic production. E’oi 
instance, the locomotive manufaciuring industr, -va.s demeef 
protection rn 1924 on the ground that the home market 
was not large enough. The second condition was: a 
“truism” and should not have been called a condition as 
no industiy was likely to apply tor protection if there was 
no competition to face. 

As we see it today, there was a fundamental defect iir 
the approach of the last Fiscal Commission to the problem 
of protection. Protection was not visualised as an instru- 
ment ol general economic development but was viewed as 
a means ot enabling particiil-y inuustries to withstand 
foreign competit-cn, when they applied for protection 
Inis lesulted in a somewhat lop-sided development With 
such an approach, it was not possible for oasic and key in- 
dustries to develop. It is also likely that the protection of 
isolated industries without a positive effort being made at 
the same time to provide facilities for the establishment of 
allied industries added to the total burden on the com- 
munity. 

As the minority report pointed out, in no other country 
have such conditions been laid down for the selection of 
industries for protection. It was for the Tariff Board to 
considei the advantages and disadvantages of protecting 
an industry in the interests of the national economy and 
this function should have been left to the Tariff Board 
without any rigid formulae. But as conditions had been 
laid down, the Tariff Board had to justify the grant of pro- 
tection according to the letter of these conditions. Ample 
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evidence of this can be seen in the reports of the Board 
in which somewhat laborious attempts have been made to 
justify protection to particular industries. As one ex- 
President of the Tariff Board said, one of the major prob- 
lems that faced the Board in its inquiries was to convert 
a Government wedded to free trade ideas to a policy of 
protection. This has been also the general view of many 
of the witnesses examined by us. 
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48. The Government accepted the principle of protection 
and the following resolution was passed by the Indian 
■gislature m the Budget Session of 1923; — 


'•‘That this Assembly recommends to the Governor- 
General in Council (a) that he accept in principle 
that the policy of the Government of India may 
legitimately be directed towards foirg.ering the deve- 
lopment oi’ industries in India, (b) that in the 
apyrlication of the above principles of protection, 
regard must be had to the tlnancial needs of the 
country, and to the present dependence of the Gov- 
ernment of India on import export and excise 
duties f(n' a laige part of its ixwenues, (c) that the 
principle should be applied with due regard to 
llic weil-bemg of Uk' community and subject to 
tlie safegmirds suggesU'd in paragra];)h 97 of the 
Report of the Fiscal Commission.’' 


The resolution confined its altenlion to the principle of 
protection and the tlnee conditions laid down for the selec- 
tion of industries for protection. It did not refer to the 
other reccanmendations made by the Commission for non- 
fiscal measures of assistance, though it is clear that the 
Commission attached considerable importance to them. 


One of tlie omissions on the part of the Government 
was the failure to appoint a permanent Tariff Board willi 
the functions recomrnendc'd by the Commission. Ad hoc 
boards wau'c set up and frequent changes made in tlie 
personnel. This prevented the taking of long views, tlie 
accumulation of experience and the building up of an 
erfficient bod;’ of tecVinique and procedure. 


49. In the working of the policy, some of the noticeable 
defects were (a) the delay that took place in referring 
cases to the Board, (b) the time taken by the Board to con- 
duct inquiries and (r) the time taken by the Government 
arrive at decisions on the Board's recommendations. 



51 


The following statement gives a few examples: — 
Table 17 


Time taken by the Tariff Board and the Government in 
Examining the Case for Protection of some Industries. 
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many cases applications were rej(clcd by the Government 
without rerening them to the Tariff Belaid, VVilnesses 
have brought to our notice the ditlicuiiies caused to indus- 
tries by such delays. 

50. It may also be pointed out that in respect of some 
important industries, the Government did not acc(‘pt the 
recommendations of the Tariff Board. We liave already 
referred to the cases of glass and the Vvoasied section of 
woollen industry where the recorninendation for’ piotection 
was turned down on the ground that essential raw materials 
were not available m the country. Another cast which we 
like to mention is th(' other (ec. non-worted) section of 
the woollen industiw. Whtm the induslry applied ioi pro- 
tection the Kanpur and New Egerton Woollen Mills two 
important units m the industry did not endorse the appli- 
cation for protection nor did they appear before tiie Board 
to give evidence. These two mills w^ere dominated by 
British interests and had attained a high level of efficiency. 
The Board, however, heard the case of the Indian section 
and recommended protection. The Government did not 
accept the Board’s recommendation on the ground that an 
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ifinportcint section of the industry had not tendered evi- 
dence and that the Board s conclusions did not apply to 
the industry as a whole. 

Section B 
Post-War Policy 

51. During the war, with strict control of imports, the 
•question of granting protection to industries did not arise. 
The Government, however, continued protection to those 
industries which were enjoying it at the time of the decla- 
ration of war, under the Protective Duties Continuation 
Acts. As has already been pointed out, the war gave a 
stimulus to new industries and the Government felt the 
necessity of encouraging them. In 1940 the then Commerce 
Member of the Government of India announced that 
industries started during the war would be adequately pro- 
lected if they were organised on sound business lines. 
Since then the Government have been acti\’'ely considering 
what their future policy should be. In 1945 ’ Government 
weie convinced that assistance or protection to industries 
started diuing the wai' would assume a measure of urgency 
during the peri(Kl of transition and, therefore proposed 
to set up a lariff Boaid lor the invavstigation of the claims 
of such industries for assistance or protection. It was 
made clcai at that time that this w^as a short term measure 
pending the foimulation of a long term tariff policy and 
the establishment of a permanent machinery for the 
purpose. In November 1945, an interim Tariff Board was 
appointed for a period of twa) years to investigate the 
claims of various industries seeking protection or govern- 
mental a.ssistance. An industry seeking protection or other 
forms of governmental assistance w^as to satisfy the Tariff 
Board: — 


(1) that it is established and conducted on sound 
business lines: and 

‘(2) (a) that, having regard to the natural or econo- 
mic advantages enjoyed by the industry and its 
actual or probable costs, it is likelv whthin a 
reasonable time to develop sufficiently to be 
able to carry on successfully without protection or 
State assistance; or 

(b) that it is an industry to which it is desirable 
m the national interests to grant protection or 
assistance and that the probable cost of such pro- 
tection or assistance to the community is not 
excessive”. 
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Where a claim to protection or assistance was found to be 
established, i.e.. il condition (1) and condition (2) (a) or (b) 
werc^ satisfied, the Board would recommend 

'di) whether, at what rate and in respect of what 
articles, or class or description of articles, a pro- 
tective duty should be imposed; 

(ii) what additional or alternative measures should 
be taken to protect or assist the industry; and 

‘‘(iii) fo^* what period, not exceeding three years, 
the tariff or other measures recommended should 
remain in force.” 

“In making its recommendations the Board will give 
due weight to the interests of the consumer in the light 
of the prevailing conditions and also consider how the 
recommendations affect industries using the articles in 
respect of which protection is to be granted. Since relief, 
to be effective, should be afforded without ckvlay, the 
Board is requested to complete its inquiries with all 
possible expedition and to submit a report as soon as the 
investigation of the claim of each industry is concluded.” 
The conditions laid down in 1945 for tlie schtadion of in- 
dustries for the grant of protection were an improvement 
on the conditions under which tlie pre-vvar Tariff Boards 
were working. The most important change was the deci- 
sion to allow the Board to recommend protection or assist- 
ance to those industries which it considerc'd to be of 
national interest. Further the Board was also specifically 
asked to recommend what additional or alternative 
measures should be adopted to assist the industries. 
Realising the changed circumstances the Board has been 
giving a liberal interpretation to the terms of refei*ence. 
Moreover, most of the industries established during the war 
were hurriedly set up to meet defence requirements or to 
fill serious gaps in the supply of essential goods for civilian 
consumption and had to work under serious handicaps; 
the machinery used was either old or improvised; law 
materials and technical personnel wei'e in short supply; 
the majority of workers employed lacked training and 
skill; the movement of raw materials and finished goods 
was slow and uncertain and there were strong inflationary 
forces at work making it difficult for the manufacturers to 
keep down the costs of production. It was, therefore, 
necessary to make sufficient allowance for all these factors 
in assessing the claims of war-time industries for protec- 
tion or assistance. 
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52. The interim Tariff Board is entrusted with the 
following functions which were wider than those entrusted 
to previous Tariff Boards: — 

“(1) To investigate claims for assistance or protec- 
tion to: 

(a) industries started or developed in war-time; 

(b) other industries which helped to sustain the 
national economy during the war; 

(c) other industries which, in the. opinion of the 
Government of India, are suitable for examina- 
tion by the Board. 

(2) To maintain a continuous watch over the pro- 
giess of protected industries, advise the Govern- 
ment on the necessity or otherwise of modifying 
protection or assistance granted and check that 
conditions attached to the grant of protection are 
fully implemented. (In discharging this function 
the Tariff Board is chai’ged to seek the assistance 
and advice of the Director General, Industry and 
Supply, and it may act on a direct reference from 
a protectc'd industiy applying for assistance or 
increased protection.) 

“(3) To report to Government, as and when rexpured, 
taciors that lead to mercase m the cost of produc- 
tion oi Indian maiuilacturc'd goods as against 
imported articles. 

“(4) To enquire, as and when rettuired by the Govern- 

Production of a commodity 
pioduceci m the counti’y and to determine the 
wholesale, retail or otiier prices and to report on 
the same. 

‘ (o) To advise the Government, as and when 
lequiied, on measures wdnereby' internal production 
may be secured on the most economical cost basis. 

‘‘(6) To recommend to Govei-nrnent. as and when 
requireo. measures necessary for the protection of 
India s industries fioin dumping from abroad. 

(7) lo undertake studies, as and when necessary, 
effects of ad ixdorern and specific duties and 
taiifl valuations on various articles and the effects 
of tariff concessions granted to other countries. 

“(8) To report to Government, as and when neces- 
sary, on combinations, trusts, monopolies and other 
restrictions on trade which may tend to affect the 
industries enjoying protection ’ by restricting pro- 
duction or maintaining or raising prices and to 
suggest ways and means of preventing such 
practices.'’ 
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53. Some of the above functions have not been carried 
out. The main work done by the Board at present is the 
investigation of claims for protection, and inquiries into 
the cost of production and prices of articles like steely 
textiles, paper, super-phosphates and tin plate. It is 
obvious that no useful purpose is served by the assignment 
of functions, if adequate facilities are not given to the bodj 
concerned to carry them out thoroughly. 


54. The interim Tariff Board has also been following 
the method of equating the cost with the landed cost of 
equivalent import to determine the quantum of protection. 
One new feature that has been introduced in calculating 
the indigenous cost is the addition of a margin, which at 
times goes up to 20 per cent, tor “consumers' prejudice”. 
Tariff, both ad 'oaloreni and specific, is the general form 
of protection granted to industries. In a few cases subsi- 
dies and import restrictions have also been recommended. 
In one or two cases imports are permitted on condition 
that the importer or tiie consumer directly importing the 
article* purcliasi's sp(*eili(:d (luantilies (jr units of the indi- 
genous article. Apart troni recommending duties or 
subsidies oi import restrictions, the Board lias made 
recommendations under tlie heading “other iorms of 
assistance" relating to the following categories:- 

“(i) placing of orders by Government with, indige- 
no us rn an ulac t u re rs ; 

(ii) moddiLation oi capital strucluie (cj., in parti- 
cular the recornrnondation in the repoM on non- 
ferrous medais that the Indian Copper Corporation, 
a sterling company, should be reconstituted as an 
Indian company if it wislied to apply for protec- 
tion and in the report on the grinding wheels 
industry llial one of the producers should form 
itself into a public company instead of remaining 
a private company); 

(iii) adopition oi necessary measures to saieguard the 
Indian section oi the industry in the event of non- 
Indian Companies expanding production co the 
detriment of Indian manufactures (c/., lepoiv on 
the motor vehicles battery industry published on 
the 8th iVIarch, 1948— this recommcmdaiion has 
been accepted by the Government); 

(iv) refund of duty on capital goods or raw materials 
required by the indigenous industry (this has 
been recornmended even where the raw' material 
was itslef a product of a protected industry); 

(v) increased employment and training of Indian 

i nationals; 
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(vi) financial assistance for technical training and 
employment of foreign experts; 

^vii ) foimation of Manufacturers^ Associations; 

(viii) prescription of suitable standard specifications 
tor the indigenous product; 

(ix) improvement of hygiene (in the case of food 
industries); 

(x) institution of joint sales organisations.” 

One feature worth noticing is the expeditious manner 
in which the interim Board has been conducting its in- 
quiries. During the period of five years it has conducted 
ninety inquiries as against fifty-one inquiries conducted 
• by the previous Boards between 1923 and 1939. It should 
also be mentioned that the Government have in most cases 
announced its decisions within a period of two months. 



CHAPTER V 

REVIEW 01 PROTECTED LVDCSTRIES 

conducled in aR <\fvy-(>nc inquiries 
beUecn 1923 ana 1939, These mduded fresh applica- 
tions for protection, cases for renewal or revision of the 
quantum of protection and a few technical matters like 
equalisation and the revision of tariff classification. 
The Government accepted the Board’s recommendations 
without any modification in thirty-four cases, in ten of 
which the Board had rejected the claims for protection. 
In eleven cases. Government modified the recommenda- 
tions befoi e accepting them. The Board’s recommenda- 
tions for protection were rejected in six cases. The 
numbei of industries which actually received protection 
during this period was thirteen; — 


1. Iron and Steel includuig subsidiary steel 
ind ustries 

2. Colt 0)1 Te rides 

3. Sugar 

4. Paper and Fdrper pulp 

5. Matches 

6. Salt 

7. Heavy Chenncals 

8. Sericulture 

9. Magnesium Chloride 

10. Plywood and. tea-chests 

11. Gold thread 

12. Wheat and 

13. Rice 


The agricultural cornmoditicrs like wheat and rice were 
protected on the Government’s initiative without any 
refei'ence to Tariff Board Protection to thc' luvivy ciiemi- 
cals industry was of little use to it, as the pc^riod of 
protection allowed was only a year and a half. Tlie re- 
cornmendation of the Board as regards the method of 
protection to plywood industry was so altered that the 
assistance actually received by the industry was negligible. 
Except in the case of the Match and Sericulture industries, 
all other industries which were given protection before 
1939 were deprotected after the war. The development of 
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some important industries which were protected before 
the war is reviewed in the remaining sections of this 
Chapter. 


Steel 

56. The development of the Steel Industry in fndia will 
ever remain as a land-mark in the history of Indian enter- 
prise. The industry owed its origin to the vision of 
Jamshedji N. Tata. The Tata Iron and Steel Company 
(to be described as TISCO hereinafter) was formed in 1907 
for the manufacture of iron and steel. Pig iron was first 
produced in December 1911 and steel in 1913. The out- 
break of war in 1914 gave an impetus to the infant industry 
and by 1916-17 the industry was able to attain full produc- 
tion of its capacity. In that year a large scheuie of expan- 
sion known as the ‘‘greater expansion" scheme was 
planned. Between 1922 and 1923 when the plan was near- 
ing completion, the price of imported steel declined to a 
very low k‘vel. as a rcrsult of the severe fall in world's 
consumption of st^'el and a simultaneous increase in steel 
manufacturing capacity. Consequently the competitive 
position of ]iv,lian slcel was weakened considc^rablv and 
reaciied sucJi a siaf7e dial the Company found it (.hnicult to 
do witnout protection. It was at this time that Govern- 
ment accepted tlie policy of discriminating protection. 
Tlie Iron and Steed industry was the first to applv for 
pi’otcction unuer tins policy. The case was referred to the 
Tarill Board, which after a thorough inquiry came to the 
conclusion that liie industry had qualified for protection 
under the conditions laid down by the Fiscal Cinnmission 
and recommend(‘d protc^etion for a period of tliree years. 
The Board also examined the effect of the increase in 
duties on the industries that consumed steel and recom- 
mended compensatory protection in some cases. The 
Government accepted the mam recommendations of the 
Board and tht- wStc'ci Induslr-y Protection Act, 1924, was 
passi'd. Sinc'o then two statutory enquiries (1926 and 
1933). three supplemeniafy erKpuries (1924, 1925 and 1930), 
and a linal summary enquiry (1947) were held in regard 
to this industry. The cases for compensatory protection 
were also examined and in necessary cases such protection 
was granted. At the last inquiry held in 1947 the industry 
did not press for continuance of protection and on the 
recommendation of the Board, protection to it was with- 
drawn. The industry thus enjoyed protection for a 
period of 23 years. 
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5i. At present there are three units of production — the t’rogreaa 
Tata Iron and Steel Company at Jamshedpur with a industry 
capacity of 8,50,000 tons, tlie Steel Corporation of Bengal 
with a capacity of 2,50,000 tons at Burnpur. Asansol and 
the Mysore Iron and Steel Works with a capacity of 

25.000 tons at Bhadravati m Mysore. Of the,se the Steel 
Corporation of Bengal started production only in 1940. 

The Mysore Iron and Steel Works wliich was established 
earlier lias a limited capacity. In (stlier words, the devo" 
lopment of the steel mdusti-y under protection is largely 
the story of the Tata Iron and Steel Works and we sliall 
confine our review to the history of development of this 
undertaking. The works of the TISCO are situated at 
Jamshedpur in Singhbliurn District in Bihar about 155 
miles west of Calcutta. The factors that influenced the 
location of the industry Aveix- the ].)r(>ximiiy of the site to 
iron ore, coal and limestone sufipiies: availability of 
water from the SubaiTiaiekha and Khorkai rivers on the 
contiuence of which the Works were situated; and easy 
access to railroad facilities as also comparative proximity 
to the port of Calcutta. 

The TISCO A^’oiks coiistitute at presemt one of tlie 
largest singk.' urnls ,m liic Coirnnorivveallh. A 
feature of the uni- is tnal it is fully inu‘grau*d, the 
Company owns besides the Iron and Steel Works proper, 
mines and ciuainies supplying ircm ore, limestone and 
manganese ore and also coal mines supplying about 50 per- 
cent. of its coal requirements. The present rated capacity 
of the works as stated eailier is about 8,50,000 tons a year. 

In 1923-24 when the Company applied for protection, its 
capacity was only 2 lakh tons and the actual production 
was 1,63,000 tons. Between then and 1938-39. that is, 
just before the war, the capacity of that plant was raised 
to 7,50,000 tons and actual production to 7,01,000 tons. Tins 
expansion was t(.» a great extent u'lade |)ossibk;' by the 
policy of ploughing back tlie prohis into the nidusiry. 

The paid-up capital of the Company is only 11s. \0 43 cruies. 

The value of gross block in 1923-2-i sto(id at Hs. 20 '41 
crorcs which was inc leased to Rs. 26 ‘ 69 ere res in 19 08 - 39 . 

The value of the block m 1949 was Rs. 39*83 crores. 

With this steady expansion, the Company was able to 
capture about 75 per cent, of the Indi|| market. In 1923- 
24 the total consumption of steel in^India was about 

8.36.000 tons of which the share of the TISCO was only 
17*6 per cent. Since then the percentage has steadily in- 
creased and by 1933-34 the share of TISCO in the market 
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was 76 per cent. It was to meet the balance of the Indian 
in^ToS^*^ Corporation of Bengal was started 

At presemt TISCO manufactures aV types of ordinary 
steels besides wheels, tyres and axles, alloy tools and 
special steels which require a high degree of technical 
Knowledge and skill, 

'>- n establishment of the Steel Industry has also 

helped tlie development of subsidiary industries Im- 
portant among these are the tin-plate and the wire and 
wire-nail industries. Further, several other industries like 
the one represented by the LigJitfoot Refrigeration 
Company which supplies oxygen to the works at Jamshed- 
pm, toe JamslK>dpur Engineering and Machine Manufac- 
tui mg Company winch manufactures roils and the Tata- 
nagar foundry wliicii turns out castings liavc also sprung 
p at Jamslu'dpur, Tlie Tata Locomotive and Engineer- 
ing Company which was established to undertake the 
manulaelure oi locomotive boilers, underframes and road 
loiters as also complete locomotives has been rendered 
possible by TISCO supplying the requisite quantities of 
s eel. As an ancillary, the Company also manufactures 
agneu Rural implements in its own Agrico factory. Apart 
horn these the Indian engineering industry in general owes 
Its development m no small measure to the steel industry. 

o9. If we look at development from another angle 
VIZ. employment, there are at present 69,860 people on 
the pay nill of the Company which include men employed 
at Jamshedpur, coal mines and quarries, collieries and 
agents oilices at Bombay, Calcutta and Jamshedpur. The 
wage bi l m 1.923-24 amounted to Rs. 16313 lakhs; it rose 
1^1 1938-39 and in 1948-49 to Rs. 720 44 

lakhs. The above figures do not take into account the 
other benefits and amenities granted to labour sucli as 
cheap housing, free medical treatment and primary 
education and also profit-sharing bonus and contribution 
to the provident fund. In this connection special mention 
may e made ot the tact that the managing agency of the 
company reduced its commission from 9 to 7.1 per cent 

which the Company has paid special attention is the 
tiaming of technical personnel. With a view to bringing 
about a progressive Indianization of the technical person- 
nel, the company set up a technical institute in Jamshedpur 
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in 1921 for the training of Indians for high technical 
posts. The establishnaent of the technical institute, with 
a trade apprenticeship course for semi-skilled employees 
and a technical night school for employees, has assisted in 
the creation of a large number of skilled and semi-skilled 
employees to lill positions requiring various degrees of 
skill and ie.sponsibility in the works. The total number of 
covenanted non-lndian employees which stood at 229 in 1924 
now stands at 18. The Company lias also a scheme under 
which those who show sufficient competence in their le.spec- 
tive spheres ol work are sent abixiad tc) obtain furtlier 
experience in other steel works. 

60. The Company has fully realised tlie importance of 
research and in 198()-o; undertook the consti uclion uf a 
control and researeli laboralory at Janisiiedpt:r whicli was 
completed m September liKiT. Since then tin; Companc 
has initiated icseaicli in seve ral di reel ions. As a result 
ot research conducted during the war ycai's. tlie Company 
was able to develop and supply a wide range of special 
alloy steel products to meet war demands sucli as bullet- 
proof armour plates, high speed st(>el for machine tooLs, 
chrome-molybdenum alloy steel tor tlie manufacture of 
the short, nickel-chrome steel rounds for armour-piercing 
shells, special deep drawing quality steel for cartridge 
cases and for rifle and machine gun magazines, stainless 
steels for surgical instruments. Several types of magnet 
steels and high silicon sheets were also successfully pro- 
duced. 


61. It is seen from the above review ihat the steel in- 
dustry has justified the protection granted to it, and there 
is no evidence to show' that the extent of protection w'as 
more than what w'as needed to enable the indirstry to be 
established on a sound basis. 

Paper 


62. The first paper mill w'as started in India a century 'fHrifl 
ago by Dr. William Cai'cy, the famou.s Missionary. It did nistorj- 
not make much headway. In 1867 another mill was start- 
ed ,al Bali in Bengal. Later, a few' mil].s w'ert' started in 
.Bengal and Bombay. The raw' materials used by these 
mills were mostly jute and cotton rags and waste paper 
and later ‘moonj' and ‘sabai’ grass. The mills found it 
difficult to compete with foreign paper made from w'ood- 
pulp. As in the case of many other industries, during the 
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first world war when imports ceased the industry was able 
to improve its position; but when the war was over com- 
petition from imported paper became severe and the in- 
dustry applied for protection in 1924. The Tariff Board 
which investigated the case for protection came to the 
conclusion that only paper mills which used bamboo pulp 
as raw material had any chance of development m the in- 
dustry. The Board proposed that the Government should 
advance capital to companies which were best equipped to 
conduct exploratory work regarding bamboo pulp or help 
them to raise it from the public by guaranteeing their 
debentures. The Board also recommended a uniform 
specific duty of 1 anna per lb. on the imports of all writing 
and printing paper (with certain exceptions) for a period 
of five years in the first instance. The Government reject- 
ed the Board's recommendations for the grant of financial 
assistance but gave effect to the proposal regarding the 
duty by passing the Bamboo Paper Industry Protection 
Act. 1925. The duty was to last for a period of seven years. 

In 1931 as the period ol protection wxis to expire the 
case was again referred to the Board. The Board wxis 
saijshed with the progress made by tiie industry under 
prok'Ct ion, It wets, ho 's ever, found that there was a 
growung tendency among tiie mills to use imported wood- 
pulp and to discuiuage tins the Board recommended a 
duty ol Rs. 45 per ion on imported woodpulp. The Board 
also recommended tiie continuance of the specdic duty of 
1 anna per lb. or 15 per cent, ad valorem whichever w^as 
higher for a further period of seven years. As regards 
classification of paper for purposes of protection, the Board 
w as m favour of its being left to trade usage. The Gov- 
ernment accepted the recommendations of the Board. The 
duties levied under the Act w'ere, however, subjected to 
the additional surcharge (.)f 25 per cent, levied in 1931 for 
revenue purposes. DifliculUes regarding classification of 
paper arose quickly. After a careful examination tlie Board 
suggesied a detailed classification in 1935 which w^as adopt- 
rd b\' the Governmerit. An important change made by 
the new’ classilication wars that tiie glazed hard size buff 
or badami mechanical paper which had been left out of 
the scheme of protection in the past w^as brought within 
its scope. 

In 1937 the question of continuance of protection and 
the surcharge of 25 per cent, was referred to the Board. 
Regarding the latter the Board recommended the abolition 
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of the surcharge which accordingly was removed in 1938. 
I he Boaid supported the claim of the industry for the con- 
tinuance ol protection on the grounds that it had justified 
Itself by its i-esLilts and that its withdrawal would not 
only be disastrous to the industry but would prevent the 
completion oi the' experimental work on bamboo pulp. 
The Board, howew/er, recommended (i) that the' piotective 
duty on woodpulp be reduced to Rs. 35 per ton or 25 per 
cent, ad valorem whichevei- was higher, (ii) that the duty 
on paper bt' reduced to li pies pc'r lb., and (lii) tliat tlie 
period of protection be extended by anolhm' sevc'n years. 
The Government changed the rates of duty to 25 per cent. 
ad valorem on woodpid}) and 9 pies per lb., or 25 per ci'nl, 
ad valorem on paper. Th(' period of protection was cx~ 
tended by thi'oe years. During tlie war protection to the 
industry was continued under the Protective Duties Con- 
tinuation Act. In 1947, the case was again referred to the 
Board and on its recommendation protection to iho indusi.r>^ 
was withdrawn. 

(io. Papet may be divided into six classes — newsprint, 
[)i inting, wiiting, packing and wrapping, old newspapers 
and other sorts. Tlie Tariff Board recommended protection 
only to printing and writing paper, as onlv those two 
classes of paper were produced in India wh(m the Board 
made its fiist enpuirv. 1, hr* devc'lopment ol the pap(*r in- 
dustry undei’ protection is. therefore, conlined to these two 
items. In 1924-25 the year preceding the grant of protec- 
tion, the total consumption of printing and writing paper 
excluding newsprint but including note and letter papers 
and envelopes in India was 43,370 tons. Of this 23,331 tons 
wxn e made.' in India and 20.03,9 tons weix* imported from 
abroad. In 1936-37 lh^^ production of the above classes 
of papers by the Indian paoer mills increased to 43,951 
tons whereas tlie I'oreign imports of the protected 
vxiiieties declined to ll,8a9 tons. The pi'oduction of writ- 
ing and printing papei's thus increased by nearly 88 per 
cent, while imports declined by nearly 41 per cent. 

At present there are sixteen mills in India spi'ead over 
almost all the Provinces. The largest number of units 
are, how^ever, situated in Bengal and 50 per’ cent, of the 
total production of paper is in that State. The size of the 
units varies considei'ably. The Paper* panel report c'onsi- 
dered a unit producing 8,000 tons per* annum as an 
economic unit. If we take this as thc' standard, onlv eight 
mills are at present of economic size. 
lOMofC 
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‘ The indmiry has made considerable progress under 
protection. In 1924-25 the total paid-up capital of the 
paper mills in the country was only 95 lakhs of rupees 
which was increased to Rs, 2'25 crores in 1937-38. The 
number of mills in India increased from nine in 1925-26 to 
sixteen m 1948. In 1924-25 the rated capacity of the Indian 
mills was 33.000 tons and the actual output 20,000 tons. 
In 1938-39 the capacity was increased to 70,000 tons and 
the actual pr-oduction amounted to 60.000 tons. At pre- 
sent the' capacity is estimated at 1,36.000 tons and the out- 
put js about a lakh of tons. As far as capacity is con- 
cerned, the existing mills can sutriciently meet the demand 
tor writing and printing paper in the country. 

64. With the expansion of the industry, employment has 
also increased. In 1925 the number of people ernployt'd in 
the mills was about 5,000 while at present over 19,000 
people ai’e directly employed in the industry. If we take 
thc' number of people reqLiir’ed for collection of raw 
materials in foi'ests, the total number of workers will be 
about 40,000. The wage bill in 1924-25 was Rs. 19*65 lakhs 
against Rs. 94 lakhs in 1949. As regards skilled labour 
considerable progress has been made in the training of ap- 
prentices in the manufactining and engineering sides of 
the mills. Arrangements have also been made for training 
of apprentices in the paper pulp section of the Forest 
Research Institute, Dehra Dun. 

65. The greatest achievement of the industry is the 
development of bamboo pulp as a suitable raw material 
for the manufacture of paper. In spite of the fact that 
Government did not give financial assistance to the in- 
dustry for the development of bamboo pulp, the industry 
itself by its own enterprise and research developed bamboo 
pulp as a suitable raw material. In this connection the 
researches carried out by the paper pulp section of the 
Forest Research Institute require special mention. Paper 
mills are now making a voluntary contribution to the 
paper pulp section of the Forest Research Institute at the 
rate of 4 annas per ton of pulp, and stj'aw board mills at 
2 annas per ton of straw boards. It may also be mention- 
ed that the Cellulose Research Committee of the Board of 
Scientific and Industrial Research is now taking active steps 
to foster and encourage research in various centres in the 
country on problems connected with the cellulose and paper 
industry. 
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66. Ihe last war gave a great impetus to the paper indus- 
try and many new lines of manufacture were taken up 
At present production covei-s a wide range of paper in- 
cJuding tissue, airmail, bank. bond, ledger, cartridges craft 
and boards like duplex and triplex boards and straw 
boards. It is likely that some of these item.s will require 
piotection when Iree imports start coming in but printing 
and wilting paper which were given protection liavi' 
developed to such an extent that no further protection rnav 
be required to them. 

Cotton Tkxtiues 

67. The lirst cotton mill m India was started m ,■ -.r 

lak-ulu ISIS; bul ,l„. d..™l„pm,.,„ ......pp. 

UK astry really started u'lth the establislimcnt of tlie lirst 
mill in Bombay in 1854. It was the American, Civil War 
H iich gave a hlhp to the industry. Since then the indus- 

od l iiT many vici.s.situde.s. It receiv- 

ed little Government assistance in the earlv stages When 

icvenue duties were levied on yarn and fabrics, the Gov- 
ernment imposed eountervailmg excise duties which re- 

r^r' 18 l" I Tin' The war of 

m ’t ft' advance but m the depre.s- 

on that lollowed, the position of the industry became 

duTrv TT f bad that the m- 

duslm was forced to cut down wages which led to a 

general strike. This drew the attention of Government to 
the seriousness of the situation, and as a lirst step Gov- 
ernment removed the excise duties that were levTd on 
cotton textiles. This by itself did not meet the r^eeds T 

''‘.rTT'/T"*” bad entered the Indian 

mar u-” and become a keen competitor. In 1926 the in- 
custiy applied lor protection and a special Tariff Board 
was CTinstitute-d to consider the application. The Si d 
a^-eed that the industry had established Us claim fofSo 
u-ction against imports from Japan. As regards the 
measure of protection the Board could not come to a unani- 
mous agreement. Two members recommended a subTSl 
on yarn and an increase of 4 per cent, m the duty on cloth 
The Piesident did not favour subsidy and recommended an 
mciease of duty of 4 per cent, for three years on all cotton 
manufactures including yarn. The Government did not 
agree to either of the suggestions, but as the position of 
the industry became critical within a few months the Gov- 
e^;nment had to sanction the levy of a specific Tuty of 
H annas per lb. or 5 per cent, ad valorem whicfi’evef w^as 
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higher on all imported yarn under the Indian Tariff 
(Cotton Yarn Amendment) Act. 1927. At the same time, 
in order to help the handloom weavers, the duty on artifi- 
cial silk yarn was reduced from 15 per cent, to 7| per cent. 
Since then the Tariff Board has enquired into the position of 
the cotton textile industry on four different occasions. The 
statutory enquiry in 1932 with regard to the industry was 
pi-eceded by an emergency enquiry in the same year, 
while a special enquiry was lield later in 1935. Protection 
was finally withdrawn from the cotton textile industry in 
1947 as a result of a summary enquiry conducted by the 
interim Taritl’ Board in that year. 

Process of (;j.; industry enjoyed protection for a period of 

.he Industry ,he first three years protection was 

^ranted only to yarn, leaving the major section of the in- 
dustry's manufactui'e viz., cloth, unprotected. The follow- 
ing table will give an idea of the growth ot the textile in- 
dustry betw'een 192() and 1939: 

Table 18 

Progress of the Cotton Textile Industry betioeen 1926 and 

1939 


I0:V.> I Incrcaspi ; ) 


1. NuioIk.m- of nvills . 

:r;4 

or 

:is9 

deerease(- ) 
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-'.00.370 
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41 
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4,270 

^ OP 2 

(h) Imports . . . ^ 

1.7SS , 

POO ; 

PP 3 

(c) Kxfiorts . 

439 1 

221 i 

--31 0 



During this period the number of mills increased from 334 
in 1926 to 389 in 1939. Spindles and looms increased by 
15.4 per cent, and 25.4 pei' cent, respectively, while the pro- 
duction of yarn increased by 52.8 per cent, and cotton 
piece-goods by 93.2 per cent. From this it can be seen 
that the increase in the production of both yarn and cloth 
was not due to any gieat expansion of plant and machinery 
but to the greater utilisation of the existing plant. During 
this period considerable diversification of production also 
took place. Production of yarn above 3() counts in Bombay 
increased from 17 million lbs. in 1926 to 88 million lbs. in 
1938-39. Similarly manufacture of piecegoods from high 
counl yarn also increased. In 1938-39, 457 million yards of 
dhoties and 64 million yards of cambrics and lawns were 
manufactured as against 169 million yards and txN'e) million 
yards in 1927-28. 

The industry is spread all ovei’ India, though a measure 
of concentration exists m the stale of Bombay especially 
in Ahmedabad and the city and island of Bombay. The 
total number of spindles and looms installed m the Bombay 
Presidency is 60 lakhs and 1.35 lakhs laespectively, as 
against 104.3 lakhs and 2.02 lakhs in the whole of India. 

69. As was pointed out eai-li(n-, pi-otection to thc' text ile Competitive 
industry was granted mainly to help it to meet Japanese of 

competition. As compared with Japan, India's greatest try 
handicap w'as with regard to labour efhciency. Between 
1923 and 1933 Japan completely reorganised its textile in- 
dustry, and the effect on production and employment was 
remarkable. The number of spindles per worker increas- 
ed from 25 in 1923 to 52 in 1933: production of yarn in- 
creased by about 42 per cent, and the output per worker 
was almost trebled: in the weaving section the number of 
looms per worker increased from 1.04 to 2.17 and the pro- 
duction of cloth increased by about 67 per cent, and the 
total output per worker was more than doubled. Accord- 
ing to the 1932 Tariff Board, labour cost per lb. of yarn of 
average count sixteens in a Bombay mill exceeded the cost 
in a Japanese mill by over 60 per cent. Similarly the 
labour cost per loom per day for plain grey cloth in a 
Bombay mill was over three times the cost in a Japanese 
mill. It is this disparity in labour costs which made the 
position of the Indian industry difficult in competition 
with the Japanese industry. It is a moot point whether 
the efficiency of the Indian industry had increased during 
the period 1927 — 1939. In spite of the high tariff wall and 


the quantitative restrictions of imports from Japan, the 
Indian industry was struggling hard to maintain produc- 
tion and expand the market for its products. In fact it 
was the war which gave the industry a respite and helped 
it to improve its financial position substantially. This 
improvement has however been achieved at a heavy cost. 
The machinery is now badly in need of replacement, re- 
habilitation and remodelling. It has been estimated that 
at present prices about Rs. 100 crores would be needed for 
the Bombay mills alone for this purpose as against their 
available cash lesources of Rs. 45 crores. 

Managing 70. Another aspect of the industry to which the 1927 and 

Tariff Boards drew' attention related to the managing 
agency system. They mentioned some features of the 
system wOnch they considered Ao be unfavourable to the 
healthy development of the industry. To take one example 
both the Tariff Boards were of the opinion that the system 
of rernuneration to managing agents should be based on 
profits. While in Bc>mbay the general system of managing 
agents’ remuneration is payment on profits with certain 
allowances, the remuneration in Ahmedabad still continues 
in most eases to be on the basis of sales. In other centres 
the practice vanes. 

Besoarch 71. It has to be admitted that protection enabled the 

industry to expand production and capture a major share 
of the Indian market. But there is no evidence to show 
that the eluciency of labour and the quality of management 
have improved appreciably during the period of protection. 
As was pointed out earlier, these weaknesses led to the 
precarious position of the industry during the thirties. 

Research is another aspect which has not received the 
attention it deserves. The need for continuous technical 
development in a highly organised and competitive industry 
like cotton textile requires no special emphasis. The Tech- 
nological Laboratory of the Indian Central Cotton 
Commit tee and the Department of Chemical Technology 
of the University of Bombay are the two institutes where 
useful research is being carried on at present. In the 
former researches are confined to the use of various types 
of Indian cotton. It also helps in the testing of spinning 
machinery and the strength of samples of yarn. The 
Department of Chemical Technology specializes in finishing 
processes. There are practically no facilities for research 
on other aspects of production. We are glad to note that 
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receptly on the initiative of the Ahmedabad Millowners' 
Association, a Research Association has been formed to 
promote researcli in methods of production of cotton 
texlile.s. The Association is taking steps to establish a 
Research Institute. It has made a capital contribution of 
s. 4(> lakhs and the CTOvernnuait oX India have given a 
grant ol Rs. 19 laklis. The recurring expense of the Insti- 
tute will b(‘ met from subscriptions from members of the 
Association, and the Governmerii have agreed to contribute 
aO pel t:ent.^ of the annual recurring expenses of the Asso- 
ciation. subject to a maximum of Rs. U laklis. foi- a period 
of live years 

Sugar 

z*-,. SugcH mills on modem hues wei’e fiisl stai’ted in 
India about the yeai- 190:h The War of 1914-18 stimu- 
lated the growth of the industry as imports were reduced 
and there were higti import duties on sugaie but the 
progress made by tlie industry was not appreciable. In 
19. 9 the Sugar Committee of [lie Imperial Council of 
Agricultural Research vvhicli (vxamined the possibilities 
ol improved varieties ot (“ane, considcied that the improv- 
ed varieties which were thc'n being increasingly introduc- 
ed would lead to a very large* supply of caru' and a glut 
in the cane and the ‘gur’ maiket. The Council therefort' 
suggested to the Government that in the interests of 
sugar-cane growlers the possibility of developing ihv sugar 
industry should be explored. The Government thereupon 
decided to refer the matter to the Tariff Board for 
inquiry. The Board agreed with the Sugar Comnuttee 
that a crisis in the sugar-cane and gur ma.rket would 
arise unless the sugar industry w;as developed to absorb 
the surplus cane that w^ould b(' produced as a ix^sult of 
the introduction of improvtwl varieties. It tlierefore 
recommended protection to the sugai' industry for a 
period of lifteen years and pioposed that a protective duty 
be levied at the rate of Ks. 7-4-0 per cwt. which was the 
then existing pevenue duty for the tirst seven years and 
Rs. 0-4-0 pet'. cw,t. for the remaining eight years, The 
Government accepted the recommendation of tlie Board 
and the dtiiy was levied at the rate of Rs. 7*4-0 per cwt. 
bn all edasses of sugar until 31st March 1938 when a 
further inc^uiry ' was to be made to ascertain whether 
during the remaining peripd the < amount of , protection 
slipul d f)e , mcaintained,. increased ; pi; reduped. . Besides the 
protective duty the surcharge _per cent, which had 
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been introduced in 1931 for revenue purposes was continu- 
ed. This actually increased the rate of duty to Rs. 9-1-0 
per cwt. and gave an impetus to the expansion of the 
industry. Within two years Indian production was 
stepped up considerably and imports declined corres- 
pondingly with consequent loss of yield from the import 
duty. The Government, therefore, decided to impose m 
1934 an excise duty of Rs. 1-5-0 per cwt. on factory-made 
sugar (raised in 1937 to Rs. 2 per cwt.), with a corres- 
ponding increase in import duty. During this period the 
Government also passed a Bill enabling the Provincial 
Governments to guarantee a minimum price to the cane 
grower so that the benefit of protection might not be 
entirely appropi iated by taclory owners. In 1937 another 
Tai'iif Board was appointed to examine the measure of 
protection enjoyed by the industry and to report what 
adjustments wei’e necessary in the rate of duty to provide 
adequate protection foi- th(^ industry. The Board found 
that the policy of pr-otection had been successful beyond 
expectation in increasing the internal production of sugar 
and reducing the imports ot foreign sugar. According to 
the Board, the quantum of protection required for the 
remaining period was Rs. 7-4-0 pei' cwt. Adding tlie 
excise duty of Rs. 2 per cwt. they recommended that \hv 
then existing rate of import duty of Rs. 9-4-0 per cwt. 
should be continued. As regards the excise duty the 
Board considered it to be detrimental to the industry and 
particularly to the interests of the cultivator. The Board 
also made a number of recommendations regarding the 
organisation of the industry under some form of State 
control and the utilisation of molasses and bagasse, the 
two important by-products. The Government took over 
a year to announce their decision and meanwhile extend- 
ed the operation of the existing duty till 1939. In 1939 
they issued a resolution calling in question the Board’s 
estimates of costs and its views on the excise duty. They, 
however, agreed to extend the period of protection by two 
years with an import duty of Rs. 8-12-0 per cwt., i.e., 
Re. 0-8-0 less than the duty recommended by the Board. 
During the war protection to the industry was continued 
under the Protective Duties Continuation Act. In 1947 
the Tariff Board held a summary inquiry and recommend- 
ed extension of protection by another two years at the 
existing rates. In 1949 the case again came up before the 
Board. It recommended continuance of protection for 
two years, but the Legislature did not agree to the pro- 
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posal and protection was extended by one yc^ar and the 
Tarifl Board was asked to conduct a further inquiry and 
report to Governn'ient on the nc'od for prolonging the 
period. The Tariff Board after a thorough inquiry recom- 
mended the withdrawal of protection to the industry in 
1950. The recommendation was accepted by the Govern- 
ment. The industry has thus enjoyed prot(‘c1ion for an 
aggregate period of eighteen years. 

It may, however, be pointed out that protection to the 
industry was whthdiawn, not bec'asue the Board consider- 
ed that the mdusti-y liad suthcienlly advanced to face' 
competition, but b(a*ause protection during tlie last 

eighteen years had produced “an attitude of complacency 
on the part of the thrive parties, ric.. Government, the 

industry and the cultivator, wdio are I'esponsible for tlie 

efficiency of the industry and that, consequently, they 

have not taken sufficient steps to improve* the oveiall 
efficiency of the industry so as to bring down its cost of 
production”. The Eloard considerc'd thus as the mcist 

opportune time to withdraw protection without any 
serious risk to the industry and lift it from the ‘compla- 
cency' because “there is no danger of any competition 
from low'-priced imports of sugar on an appreciable scale 

for the next iwo or thi'ce years and particularly 

because, in the context of tlie piesiail. balance' of payment 
position of the' country. Government are not likely to 
permit imports of large quantities of sugar”. 

73. The most remarkable feature about th(‘ sugar- of 

industry in India is the rapidity w^ith w^hich it developed Industry 
under protection. In 1931-32 there were only 31 factories 
and the total production wus 1,58. ()()() tons. Within a 
period of four years after the grsfrit of protection, the 
number of factories increased to 135 and production went 
up to 9,19,000 tons. Till 1935-36 the increase in produc- 
tion was balanced by a decrease in imports. In that year 
the indigenous production increased by no less than 
3,50,000 tons; but the decline in imports was not corres- 
pondingly marked. This lack of adjustment betw^een 
production and imports led to accumulation of stocks 
which had a depressing effect on prices. Next year the 
mills were inclined to restrict production. That year 
there was howev^er a bumper crop and under pressure 
from the U.P. and Bihar Governments, the mills agreed 
to crush more cane which resulted in over-production. 

The problem of disposing of stocks became acute and to 



aypid prices falling below economic levels, a Sugar 
Syndicate w'as formed to regulate tlie sales of sugar by 
the member factories. The Syndicate was able to check 
the fall in prices. During the next two years production 
of sugar was brought down. In 1938-39 it was as low as 
6,51,000 tons. The next year the production was doubled. 
This was again followed by a slump in the market and 
production declined to 7.51,000 tons in 1941-42, In 
1942-43 and 1943-44 there was improvement in production 
but during the three subsequent years, there was a steady 
decline. The present production is about a million tons. 

biem8*on')K. *-ke sugar industry has given rise 

Industry interesting problems. As the Tariff Board has I'ccently 

examined them in detail, we do not propose to covei' the 
field again but desire to draw attention to a few 
impoi tant teatures which are relevant to a consideration 
of fiscal policy. 

The development of the sugar industry has shown the 
need for regulating the location of industries. Though 
when protection was granted, the lai-gest area under cane 
cultivation was in the U.P. and Bihar, the Tariff Board 
in its reports in 1931-32 and 1937 drew attention to the 
tact that tropical regions were better suited for sugar- 
cane cultivation than sub-tropical regions. They examin- 
ed conditions m difti'rent parts of India from this point of 
view and expressed a decided preference in favour of 
future devtdopment being directed to other areas than the 
U.P, and Bihar. 

Anothm point worth mentioning is the cnu'rgenc'c of 
the Sugar Syndicate, The working of the Syndicate has 
been examined in detail by the Tariff Board which has 
tound that its activities were not in the best interests of 
tile industry. On the recommendation of the Board the 
official recognition given to it by the U.P, and Bihar 
Governments has been withdrawn. 

Another weakness of the scheme of protection to the 
sugar industry was the failure to assess the possibilities 
of tfic economic utilisation of by-products. At the time 
of the grant of protection it was realised that it would 
take time to improve the quality of sugar-cane and reduce 
the cost to the haanufacturer. It was thus all the more 
nccessaiy to explore ways and means to reduce costs by 
other rhethods. One possible way was by the economic 
utilishtibn- of by-products like rnolasses, and press mui 



the development of by-pvoducls had been made 
it,, part ,0,1: the scheme of protection, perhaps ilie cost of 
spgai would have been lower today, though Government's 
policy in regard to manufacture of power alcohol from 
molasses might have interposed an obstacle. The point 
that wc want to makt' is that at the time of granting pro- 
tection file .rarill Board should examine the possibility 
ol the utilisation of by-products and adequate protection 
iol such utilisation should he given, it necessary. 

The enicigence ol conllieting seelional interests is 
anothtn point worth noticing in this case. Wlien llie 
industi\ was pi'otected, the qiasslion natural iy aiose ol 
cant* prices and thi* grower clainu'd a s}ia.re oJ' tht? benetits 
ol piotection. A reeoneiliat ion had thus to b(^ etlecled 
bet ween the interests ot the cane grower, the industry and 
the consumer. This demanded unified action by a cc'ntral 
authority; provincial fixation ol cane prices was an 
obstacle to this. Tliere was also tlie problem of the levy 
ol Provincial cesses ol which only a portion was used for 
research in improved varieties o.f cane wdric'h w^as ihe 
ostensible pui’pose for wfricli tlie cess wais imposed. 

Lastly, there is tlie question of the levy of central excise 
duties on pi’otected commodities to maki^ up for tfie loss 
of customs duties. As the yield from (he import duty on 
sugar fell from Ks. 6-80 crores in 19M2-33 to Rs. (1 43 crores 
in 1936-37, the Government of India decided to levy an 
excise duty to make* up for tins loss. We are not con- 
(reined with tins particular .iv*vy but the policy underlying 
it Will be considered in a latei’ section of tlie rc*port. 

Skrtculturi: 

75. Twi) other mdustnes to which wr* propose to lefer 
ai'O Sericulture and the Match industry. These are the 
only tw'o industries wdiich were protected befoie the war 
and to w'hich protection is still being coritiniU'd. The case 
of Sericulture is peculiar. This industry has been in exists 
c^nde in India foi' a long time and had once a lucrative 
export market. With the development of sericultural 
industries in countries like Japan, China, France and Italy, 
under active Government assistance, the Indian industry 
}D^e,gan to lose ground steadily. The main defects of the 
Indian' industry are want -of organisation and failure to 
adopt neWi i technical changes, ’ i As this industry is being 
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run as a cottage or a small scale industry, active assistance 
from the State can alone remedy these defects and place 
it on a sound footing. This was pointed out by the Tariff 
Board in its report of 1933 and the protection then recom- 
mended was intended to give time to the Governments to 
reorganise the industry. In other words the Board realised 
that protection by itself would not be suflicient to enable 
the industry to reorganise itself. Though the Government 
accepted the Board’s recommendation in a modified form, 
no activt' measures followed for the reorganisation of the 
induslry. In the two States of Kashmir and Mysore where 
a small measure of assistance was given to the industry, 
some progress was made. On the whole, between 1931-32 
and 1937-38, the Indian consumption of silk increased from 
43 ' 39 lakh lbs. to 47 • 06 lakh lbs., and the Indian industry’s 
share of the home niarktO declined from 64 • 8 per cent, to 
46*5 per cent. In 1938. the Tariff Board examined the case 
for the continuance of protection and submitted its repoii 
on the 23rd December, 1938. Before the Government had 
examined the report, wai' broke out and no action was 
taken on the* recommendations of the Board. As in tlie 
case of many othei- industries, the war stimulated the 
growth of this industry, but immediately after the war, the 
industr'y found itself again in difficulties. Last year the 
Tariff Board examined the case in detail and came to tlie 
conclusion that to equate the Indian cost wnth the landed 
cost of comparable imports, a duty of 30 per cent. 
ad ixdorern plus Rs. 15/12/0 per lb. or a duty of about 159 '5 
per cent, was necessary as against Rs. 2/6/0 per lb. or 53-5 
per cent. — the rate of duty recommended in 1932. In other 
words, after seventeen yeai's of protection the quantum of 
pi'otection still required by the industry was three times the 
rate considered necessary by the first Tariff' Board. After 
devaluation, which led to an increase in the price of Italian 
silk, the quantum of protection has been reduced to 60 per 
cent. The lesson to be drawn from this is that in cases of 
this type where the industry cannot reorganize itself pro 
tective duty is not adequate; it has to be supported by State 
measures for improvements in technique and organisation. 
In this particular case, the story does not end here. Silk, 
being a luxury article, the demand for it is elastic and a 
higher price naturally brings down the demand necessitat- 
ing curtailment of production. This is what actually 
happened w^hen the duty was raised to 159 per cent, early 
in 1949. The Government have now realised the real 
nature of the problems facing the Sericultural industry and 
have set up a Central Silk Board at Bangalore which is 



taking active interest in tlie re-organisation and develop- 
ment of the industry. 

Match Industry 

76. Tlie match industry stands on a dillerent looting 
from the cases wliich we have examined so lar. In 1926 
when llu' industry applied lor protection, there were two 
sectors of enterprise - an Indian sector and a foreign sector 
controlled by a Swedish Company wliicli afterwards 
became the Wesh'tn India Match Compant'-- a impee com- 
pany. Tl^e a pt)lica { i< > 1 ': foi' prc.tection came (rom tlie Indian 
sectoL- and what was desircM wnis protection from cheap 
impoT'ts ir<am t'wveden and also })rot(‘ction Irom th(’ lapidlc 
expanding concerts of the said c(anpany m India itself. The 
Tarilh Board bv its lei'tns of lehaence was not empowered 
to examine' the second part of the claim. It was feared at 
the linie tliat the largc'r conc(‘rn would gradually oust the 
smaller ones. Subsequ(mt ewmts have confirmed this fear. 
In 1928 when llu' Tarilf Beard examined tlie claim to pro- 
led ion of the rnatcl) mdustiv.- th(' capacity of the Western 
India Match Company was six million gross matches a year, 
as against twedva^ million gi'oss a yearr of other Companies. 
In 1948 tlie total [iroducuon of the live units of thc^ Western 
India Match Company \vas eighteen million gross a year, 
and the total oulpul of about 2()0 units run by othei- Corn- 
panic's amounted to 7 ‘9 million gross. 

WaH-TI ME I NDIJ STRIES 

77. As was pointed out earlier, a Tarih Board was cons- 
tituted m 1945 for a period of two years to considei' the 
claims for protection of industries started durinti; the war. 
This Board was reconstituted in 1947 for a period ol three 
vc'ars. The Board can recommend proteelion to war-time 
industi ies for a period of three years as an interim rnc'astire 
peridimt the foiTnulation of a long term tariff policy. 

The Board has so far conducted ninety inciuiries mclud- 
mg live cases of fixation of internal prices. Out of the 
eightv five tariff inqttiries, forty six were new cases and the 
I’emaining thirty-rune related to the continuance' or mediii- 


nVVieii t he TiiduHl ry w»-.s protect od i-o (iirio limit w;.s presr-rib- 
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cation of protection already given. The latter also included 
the continuance of protection to industries which were 
protected before the war. The Board has recommended 
piotection lor the first time to thirty-eight indusiries and 
continuance of protection to twenty-two industries. A few 
of the important industries which have received protection 
during this period are: (1) Aluminium. (2) Antimonv and 
other non-ferrou:s metals. (3) Caustic Soda and bleaching 
powder, (4) Soda ash. (5) Textile machinerv. (6) Bi-cycles 
and (7) Electric Motors (upto 30 H.P.), A complete list of 
the industries which have been granted protection bet wf>en 
htdo and l.h.'jd IS gix-'en in Appendix VI. 



CHAPTER VI 

ASSESSMENT OF THE REST LTS OF PAST POLICE 

78. The import tarifl in India [irior to 1934. was cast in 
the form of parts or sections each conlainrng a list of 
articles liable to a particular rate or class of duly. This 
has since been changed into a ‘Commodity Schedule' winch 
conforms broadly to Die pattern adopted in the Draft Cus- 
toms Nomenclature prepared some time ago by ilu' 
League of Nations. The import tariff now comprehc’nds 
22 sections, incorporating as many as 500 items specifically 
mentioned in the schc'dule.' Tlie general rate' of dut>' 
(now 30 per cent.) applies to ail article's ruji tilherw’ise 
specified in the schedules — and to many of thosi* whiich 
have been specifically mentioned; but of these latter there 
is a group of items' selected foi' specially high duties, 
another group subjected to protective duties' and ytU: 
another for specially low duties, ' while some are entirely 
free.^’ As a cross division of the re\'enue duties a group of 
items carries preference foi' the United Kingdom and/or 
British Colonies/ 

79 . ft is a serious limitation of economic analysis that 
the influence of the various factors which affect a peculiar 
situation cannot be studied in isolation. A variety of dis- 
turbing factors have been influencing national economies 
in India and abroad since the early twenties. The first 
Great War (1914-18), the boom of 1919-20, the crisis of 1921 , 
the widely fluctuating exchange rates ( 1917 - 27 ), the post- 
1931 pattern of world currency alignments, the depression 

1. liHiijui ('iistoiTis 'J'ariir ; 3J.st is.^u<s IDSO. 
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of 1929--3t3 and the recovery of 1934-37 were some of the 
world events that influenced India’s economy profoundly in 
the inter-war years. This was also the period when econo- 
mic nationalism attained a pitch unknown in the decades 
before the first Great Wai*. Then came World War IL 
(1939-45), followed closely by tlie partition of India in 
1947. In the context of this bewildering medley of econo- 
mic and political forces, it is diflicuft to measirie tlu' in- 
fluence of tariffs on India's economy or on tlie growth and 
development ol its protected industries. 


1 - inuted 
■A pp]icat.ion 
of Protectivo 
Tariff in 
India 


30. It is even more diilicult to assess the results of “dis- 
criminating protection’' as su(‘h. in tlie first place, protec- 
tive tarifis in India have had a limited application during 
the inler-war years. Boi'ore World War II protergion v\xis 
restricted to a few industries most of whieh had aliradv 
been established m tlie country and w'ore rncHUing the 
requirements of a sizeable prcporlion of the total a orncrstic 


market. New industries and ind us triers which satisfied 


only a small pcu’centage of tlie domestic demand we re ex- 
cluded from the scheme of protection. leva-m in the case 
of indusli'ies already estahl islied tlie 'triple formula 
enunciated by the Indian P^’iscal Commission was as a rule 
rigidly interpi'eted and. in several cases, as we har e seen 
in Chapter IV, the then Government of India rejected the 
recommendations of the ad hoc Tariff B lards. In the 


abnormal conditions crcxitcd during World War II pro- 
tection already granted before the outbreak of hosiililies 
was merely continued through a series of Protective Duties 
Continuance Acts. Since 1945 the conditions for the grant 
of protection and oilier forms of assistance leave indeed 
b(‘en liberalised but the bioiefits of protection liave been 
confined in the main to tlie industries wdiich grew' up under 
the stress of the War, and wdiich were assured of protection 
by the Government of India in 1940. 


Secondly, the effectiveness of the protective duties 
levied before Woi Id War II w'as reduced by the delavs 
that took place in the adjustment of the quantum of pro- 
tection to the variations in the level of import prices re- 
sulting fi'om dumping, exchange depreciation, and other 
objectionable practices which disfigured the commercial 
history of the inter- w'ar years. 

Finally, in some cases before World War II, the revenue 
duties in force at a particular level were converted into 
protective duties when the industries concerned were 
granted protection. It is difficult to express any views on 
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the nature and extent of revenue duties that might have 
been necessary on purely financial and other consider- 
ations if protective duties had not been incorporated as a 
disiinctive element into the Indian Tariff. 

81. In Chapter III we have dealt with tlie important Roeults of 
changes in India's economy since 1923. The principal ad- 
vantages derived from the policy of discriminating pro- tion 
lection w'ould appear to be — 

(a) I he comparative insensitiveness of protc'cted in- 
dustries to tlie depression; 

(b) stability and diversity in production: and 

(c) appreciable increase in tlie total industrial popu- 
lation. 

82. It IS worthy of note that protected industi'ies ex- ta,) Compara- 
panded even during the period when other industries Inseiisi- 
w^ere passing through a depression. Jute goods and pig Dopression 
iron w'ere the only large-scale industries which were ad- 
versely affected during the depression of 1930-33. Other 
protected industries not only maintained their volume of 
production, but in sevei'al cases recorded substantial gains 

so that the total output aftei* an initial setback in 1930 w^as 
continuously rising betw^een 1930 and 1938. 

A large volume of industrial activity in India is, how- 
ever. carried on in small-scale or cottage industries. Their 
influence on the national economy can be gauged from the 
fact that the estimate of the annual production of cottage 
industi’y in handloom w^eaving worked out at that time to 
about 30 per cent, of the annual production in the country 
This particular estimate is based on ligures of yarn con- 
sumption, but in the case of other small or cottage' indus- 
tries estimates of output are extremely difficult to make. 

The comparative inserisitiveness of factory production to 
the depression to which we referred in Ihc^ pievious para- 
graph may not thus have been a general feature of all in- 
duslrial activity. The fall in the purchasing powder of the 
agriculturists must have hit the country and the town 
craftsmen and artisans harder than the modeim machine 
industries. 

83. The advance registered by the protected industries (b) Expan • 

in India since 1923 will be evident from the following ^**’‘^* 

statement showing the volume of production ot six major dustries 
industries in 1922 .vs compared with the corresponding 

output in 1932, 1939 and 1949. 


19MofC 
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Table 19 

Course of hinu^trinl Production 1922 to 1949. 
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It will be noticed that during tlie seventeen years 1922-39, 
the pi'oduction of steel ingots expanded eiglit-fold: the 
production of cotton piccegoods increased by nearly two 
and a half times; tiie output of niatclies and paper regis- 
tered increases of 38 per cent, and 180 per cent, respectively; 
and cane sugar recorded a tremendous advance from 24.000 
tons in 1922 to 931,000 tons in 1938. 

An idea of the part played by protective taritls in the 
development of a few important industries may be had 
frowi lire following statement comparing annual produc- 
Hon immediately befoi’e World War II and i,n 1949 with 
aru'iMal }j|j>(Ak-i^tion rfflr mediately, before tlic grant of protec- 
tion. 
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84, Tlie expansion of the indigenous cortc 
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eo, Ari'.il'iei' way ni veincn pr. i.ieishf, 

lia\'e l(.‘nd'-X.l l.i.) he:p liuhaii eeoi’ioniv mci,ii.'<:'c! 'y 
ostabiishtncnl of industries tleptmdcKt rm n-.n and steix 
paper, and cottc)n lextiie-.s indusirii s, refc'reMce H 

this has alreadv been made in tm ureveoiis Chapie: 
l.hider the sliclter oi elo.sc'd markets diiriri': the wan' < 
number of oUier smali indu.sfric.-. liavc d('> eloped in Ihi 
country; their emergence' is in no .-.niai leasure due K 
the availability of sie'e! and steel piodif'. manufaci uiet 
in Tnciia and to tlie existence of industries iii e iiane: 
cotton textiles etc. svliich provide a niarr.et for tlieir ore- 
ciucts {e.y. cnermeais. stareti etc.) 
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8(i. As a natural coneomitnnt lo the 
new industries and tiie omansioH o-f the ^»]ci owii^^s, Aie 
size of the industrial population in India has b('en steadih 
on the rise. *’Acc(r'''d]rie to tru,' 19dJ ctsuysis. (lUt ot ; 
total population of :-)52S niilfions, 14iho nhiJions wf ir ' a;.r>- 
fully occupied in India including; Burma. (.)!' t.hvUt 
10(1 .millions wei'c employed in agriculture , lo-e 
were connc-cted vriih iruluslrvo 2'd mihio-ns r 

m transpc.vrt and (’h3 rniflions wc-re eriiD'oycsd 1:0 i 
It will bo seen from tliese figmo^s ihat abom 10 4 jx 
or itie gam [Lilly occupied persons in 1031 wcm\' css 
witli industry. Similar data on oni])l(:)\'rncm( in ^ 
occupations arc not available from the Cc'.'isus Boo 
1941, becCiUse owing to the exigencies of tfic' v,; 
occupational tabulation was not carried out. 
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"Apart from the census figures no scriai statistic 
agricultural and non-agricultural (mu>loyn:senf are avaih 
able in this country except for factories covered bv the 
Indian Factories Act, mines covered by the Indian Mme^ 
Act, railways covered by the Indian Raihvays Act and 
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plantations growing tea, coffee and rubber. The coverage^ 
of these statistics is very small compared with the census 
figures. Vv^hile the total industrial population according 
to the 1931 census is of the order of ]5’4 millions, the 
number of persons employed in iactoiies covered by the 
Factories Act in 1931 was only 14 millions. This enormous 
ditlci'ence is due to the fact that the census returns includ- 
ed also woi*kers m. cottage industries and furtlier the 
tactory returns reloi' only tri those factories in British 
India using power and employing dO oi' more persons. 
Thus, statistics are not available in respect of a large 
section of the industrial populaticai"." Factory returns 
however, reveal an increase of 74 pci’ cent, between 1927 
and 1947 in factory employmc'ni while during the same 
jieiiod the total population has recorded an increase of 
about 20 per cimt. Though factory returns cannot bc' 
taken as a true index of the increase' in industrial popula- 
tion there is reason to believe tliat over the last two 
decades or so tlie paitern ox occupaiional distribution of 
I'Kjpulation in India has slightly allei'ed m favour of 
•secondary and tertiary enijiloymeni. As long as a large 
proportion of the country's resouice's I’ernains unexploited 
and there is a surplus of people living on land, any 
measure designed to pro''noie industry will create neic 
sources of employment, tfiereby affording some measure 
of relief from the pre.ssurc' (d’ irK*r(‘asiMg population upon 
^ land. 

u7. It now' remains to con^idc'r ilit' burden oi‘ protect 
oi don on the consumer, in any analysis on tins subject, it 
w is necessary to distinguish between the burden of tariffs 
and the burden of protection. The burden oi protection 
is only a part of the burden of taiiff's as such. For. 
before the protective tariffs began to occupy an important 
place in the Customs schedule, tlie Govcnmnient of India 
w'cre relying more and more on import duties for revenue 
purposes. In several cases, as we have already stated, the 
grant of protection merely involved the conversion of 
previously existing revenue duties into protective duties 
at the same level. Ordinarily in such cases, protection 
will not impose any additional burden on the consumer. 
Where the original rate of revenue duty is increased in 
order to afford protection, it is this increase that consti- 
tutes the additional burden. 


'I'he Indian Labour Year Book, 194(i, C. (1). 
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88. Protection involves a burden on the consumer wiiich oi 

is the price which a country has to pay for an accelerated ^ 
pace of industrialisation. This burden will depend on 

(a) the qnantuvi of jjrotcction granted to aa 
industry: and 

(b) the period Jo?- udiicJi the protectrne duty 
remains in force. 

In order lo measure the burden it is, thereiore. necessary 
to ascertain the iollowin^ data about a protected industiy. 

(i) the rate of the protective duly: 

(ii) the rate of the revcr>ue duly in ihc event (y 
there being no protection: 


(iii) the period for ivhich the protecirve duly 
remains in force: 

(iv) the (juantily imported: 

(v) the (luantity jyroduced at home: 

(vi) the internal 'mari:et p^ice of the ctiinmodo y 
before protection : 

(vii) the internal market pnee after proiccliori. 

Alter these data have been collect (^d, h is riocessarv 
examine all toe facteis ihai inlkasnce tho iriarle*! price v>i 
the protected commcchtN' and then lo isolate tie: ehs'Ct ef 
the pi’otective duty from that ol the othri' iactoi's. It e; 
only then that data v.eh avahabie t.r> measui'C tee 

biu’den on the c(msumer of the prolecUx: article loi il r. 
not the luhi I’isr* in tlu* price ol liie protected caannnod’ 
in the domestic markr'l bu: the* pnapoiliou ol it ■oi.iniaii- 
able to the proteclive duty that nu-asurcv; the consumers 
burden. Further the market price ol the proiecled coo- 
niodity may vary from time to time according lo the pric(' 
policy of the foreign producer and the progressive increase 
in the efliciency of the domestic industry. For all those 
reasons, it is dihieult in practice tv) isolate tlu' (sfiect oi a 
protectivt' duty from that of other factors which, influence 
the price of a pisjtected commodity during the pcniod ()f 
protection. It is, tlunelore. hardlx possible to mcuisuie tlu 
burden on the consumer quantitatively. The usual statis- 
tical methods adopted lor this purpose are analytically 
defective and produce misleading results in their 
application. 


Any assessment of the burden of protection on the 
consumer must, therefore, be empirical in character. To 
what extent the community as a whole is affected bv this 
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jurden will depend on the direct and indirect gains to the 
tiiTerent sections of the community that result from the 
jroiection of an industrv . The national gain derived from 
m industry is represented by the net addition to the 
lationa] income that it makes. Pi'oiils on capital and 
mlerprise are an item in this sum; the other items being 
vages. interest on capital, remuneration of persons employ- 
id tertiary occupations, direct and indirect taxes paid 
o Ui(' State mcreast' in the ruU values added to the 
lational income by agiicultui’c and the other sectors of 
:he economy as the direct consequence ol protection to 
jarljcular industries In paragrapiis 83""-86 we have already 
liscussed tne nature of the benefits that have accrued to the 
loimi ry from the grant of protection to some' major indus- 
Ties, mo., steel, cotton loxtile and magnesium chloride 
vhich had prac! o.::,d P; ix'come independent ol protection 
oy tl'iouah protection was formally vvithdi-awn in the 

:ases of sieei and ccuiwn ttmtiles in March 1947 and mag- 
tesa-m ciilondvj in Isc'cember 1948. Further during the 
’>esi OrU't of I be years indigenous strad and cotton 

nariufacturcs havr soon ^old at appreeiabiy lowtu’ rates 
•ban the .rTpx>rt;'ct and t.he pi'ogress of the .mag- 

ics;, urn chionde mdir-bty mis been so remarkable tliat it 
las t>een rase ro dsse u consid(Mab]e c^ipoid li’ade. Of 
:hs live ruTnainme nroi.m'h.-d indusli’ic'S of the pre-war 
)er:c*d, [)apc’'- wa:- av-ursa.ected in Mai'ch 1947, silvei' and 
liircaa O'; Januair' 19e9 mid sugar in Mai’ch 19r)(.). sei'i- 
:utu..se ana matciae-; !s<nng the two industr-ies whicii still 
■cntinuo X; sojov ■n'oloclion. Judging by I his record of 
jrogf'eiss :d me proumied industries, it c‘an be claimcal 
.hat tne poi-cy or <:UscriniiriatinL^ protection, wuthin its 
imitecl scope, bas a(:n]t;‘ved a fairly large measure of 
lUccess and tnai on balance the direct and indirect advan- 
.ages to me coinniunity <.>1 protection tr> these major 
ndusiries oflset the burden on the consumci's. 

89. tf is as yet too cfuly m a;^ses': fully the results of 
pfr,pU’^b;on granted to new industries smee -1945. Refer- 
mce has already been made to the extremely difficult 
•onditions under which they \vere established. The 
curlher diUieulties of post-war years have hampered the 
rechriical improvements of tliese industries and in some 
rases the economical expansion of their capacity. In these 
nrcumstances it will not be surprising if it is found that 
che burden of protection of some of these war-time 
industries on the consumers has not yet been appreciably 
"educed. 



85 


90. In the preceding discussion we have been concern- Burdei. of 
ed primarily with the burden of protection as such. We our'*^ 
have made no reference to the burden of the tariff as a Scope 
whole, which we feel is part of the larger issue concern- 
ing the distribution of the burden of taxation between the 
different sections of the community. It is only a detailed 
investigation into the incidence and burden of taxation, 

direct and indirect, that can deal satisfactorily with this 
problem. We understand that the constitution of a 
Commission which will, inter alia enquire into this 
problem, is now under the consideration of Government. 

91. It is our view that if world factors had been more 
favourable, and the policy of protection had been more 
broadly conceived and liberally implemented in a consti- 
tutional atmosphere more in harmony with national aspira- 
tions, the gaps in India’s industrial set-up would have been 
perhaps fewer. As it is, the policy of protection has 
enabled a few big industries like steel, sugar, paper, cotton 
textiles and matches to establish themselves firmly. It 
has also facilitated the establishment of a number of new 
industries which together with the principal pre-war 
industries in the country, should serve as a useful nucleus 
round which Indian industry could be developed on 
approved lines in accordance with the basic requirements 
of the country. 


BOOK HI 

PATTERNS OF ECONOMIC DEVELOPMENT 


In this Book we piupose to discuss the patterns of 
development in the dillerent sectors of India’s economy; 
for it is only against their background that it is possible 
to formulate proposals for the protection of or assistance 
to industries. In Chapter VII, we propose to discuss the 
basic issues underlying agricultural development because 
it is only on its foundations that we can build an ellicient 
industrial structure. In Chapter VIII, we propose to de^s- 
cribe the role of cottage and small scale industries in the 
scheme of industrialization. In Chapter IX, we propose to 
indicate the character and direction of large-scale indus- 
trial development. In Chapter X, we attempt to outline 
the pattern of foreign trade that will fit in with the 
pattern of industrial development that w’e visualise. In 
Chapter XI, which concludes this Book, we propose to 
analyse tlie role of the States in promoting those patterns. 



CHAPTER VII 

AGRICULTURAL DEVELOPMENT IN RELATION TO 
INDUSTRIALISATION 

92. In the preceding chapters we have reviewed India n 
tariff policy and its elTects, not only on tlic major pro- 
tected industries, but also generall\' on the industrial 
economy. We shall now proceed to set out our views cn 
the pattern of development that will fit in with the 
fundamental objectives of economic policy th(' implica- 
tions of which wc discussed in broad outlins.'S in Book I 
Chapter II. 

93. We ai’e convinced tliai. in formuhiting a develop- Mfrn.iticanrf 
merit pohey for India. w(‘ should keep in th(' forefront the 

^ ^ I nro in 

basic signiheanee of agriculture in tlie country’s life and rndia'^s t<>o- 
economy. The reasons for this are obvious. About 67 
per cent, of the tiopuiation is dependent on agilcidture. 

Further, agncultuix' i.'; not merely an occupation. It is a 
way of life whicli for- centiu’ies has shape-d the tlioughts 
and outlooks of many millions of pc'ople. Also, merely 
from the point of \dew of mat.erial r-esources. income from 
it accounted for nt'ai ly 50 per cent, of the total natiomd. 
income according to estimates made before tiie Second 
World War. 

The significance' of agriculture in India s (■conomy in ^ 
fact goes deeper than this, as rationalisation of agriculture 
and expansion of industrialisation are closely interrelated 
and should be planned on a co-ordinat('d basis. Nc'arly 
65 million families in India are dependent on agriculture. ^ 

Owing to seasonal conditions, work in agriculture is 
possible foT' only a portion of the year thi’ce to four 
months in unirrigated and appi-oximately double this 
period in irrigated areas. Only 18-9 per cent, of the 
cultivated area is irrigated. These figures indicate the 
enormous volume of under-employment and disguised un- 
employment that exists in Indian agriculture. To realise 
the full extent of the evil, two more facts should be 
borne in mind. Firstly, included in the families engaged 
in agriculture are large numbers who are tied to the land 
merely because there are no other outlets. They share m 
the income without making more than a nominal contribu- 
tion to production. Secondly, every year a net addition 
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of the order of 3 millions takes place to the numbers 
that work on already overcrowded holdings. What this 
enormous volume of disguised unemployment means in 
human values can be easily understood. In terms of pro- 
duction there will be actually an increase if all this surplus 
labour can be withdrawn from agriculture. A solution 
for this evil, which is so deep-seated in our economy, has 
to be sought in the concurrent adoption of a tv/o-fold 
programme: — llrstly. rationalisation of agriculture, i.e., 
maximisation of production in terms of yield per acre by 
steadily improving agricultural methods and promoting an 
intensive system of mixed farming and secondly, drawing 
away tlie surplus labour force from land into industries — 
occupations subsidiary to agriculture, cottage and small- 
scale Industrie's, large-scale industries and tertiary occupa- 
tions. 

Rationalisation of agriculture and industrial advance 
are thus in rexility parts of a single programme. As has 
been well said m regard to “backward economies’' — '‘One 
might consider industrialisation as one chapter of agrarian 
reconstruction or one might treat the improveiuent of 
agrarian production as one chapter of industrialisation. 
What matters is to remember th,at the two are inter-con- 
nected ].>arl:> of one problem'’.''"' Improved agriculture 
benefits induslries by increased production and higher 
quality oi raAv materials. Industrialisation in. turn pro- 
moto::; agricuhura] development and efTiciency by provid- 
ing it with power, bettor technique and Improved market- 
ing. tr’ans])ori and otlici' services. It should also be added 
iliat the C'.)mbined elf(X*i is to create^ an internal market 
for goous and services whicli will give added impetus to 
agricultural and industrial production. 

t)4. y\s a Fiscal Commission, we are not concerned with 
Mie cjU(‘Stions that arise in the formulation of a compre- 
hensive agi'iouUura] policy. Our desire is only to em- 
piiawse o oOiiU of fundamental impoitance in the framing 
and execution of such a pohey. No measures lor improve- 
ment will achieve successful results unless Governments 
can make agriculiurists change thc'ii’ old-time outlook and 
arouse entliusiasm in them for new' knowfl edge and new 
ways of Jlfe. There should be created in them a burning 
desire lor a liigher standard of living — a will to live 
better. Tiie questions for which Governments should find 
an answer are — how to awaken such enthusiasm and main- 

*r. N. Jv*.>soir^<aiiri-nod<>n. I'roblornH nt' indiiBt/riMlisation ()rEM,Btorri jind 
IPisttirii Ipjropo — P. -02, E(-nFi(>iru(* Jouriml, J iiaa-Sepbuiibor 194:^ 
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tain il at a high level and how to lift the people out of 
themselves and enlist their active interest and support 
in the ta^K oi bef/iering their own condition. In othei 
woids the Central jirobleni is psycliological, not techni- 
cal.'’ The agriculturists must be made to feel liow vital is 
the pall, they have to play in the nation's economy and that 
there is. on the side of the Government, a realisation of this 
and a detm ininatioii by careful iy pianned measures, to 
assist them in their efforts to achieve a higluu' level of 
living. It is jirimarily lor the Governments to find a 
solution for tins in a spirit of sympatfiy and imdersianding; 
and metliods of aftproacli will probably vary in different 
regions. If tb.erelore, wc' venture to make a tew tentative' 
observations we do so with diflidence. 


95. We consider it inyoortant iliat Statr- Governmerils 
should fix a target tor increased production from agricuh 
ture which should mean an appreciabic rise in the standard 
of living of tliost^ engaged in it within as short a penned 
as possible alter oil-.>etting the effects of additions to the 
population whict; have taken place in the interval There 
must b(' placed bcnoie them an objective — with pi'actical 

schemes for I'cahsing il -for which the millions of families 

in tl'ie eountrysid*/ wdi be i:)repared to face hardshijis and 
privations. Tlu' eounti'y lias now a short term programiT'e 
for (i ) eliminating dependence on imports of food-grains 
and (ii) increases;; ];)roduction of cotton and jute which are 
raw maienals for importanl industries. Tins stiould 
merge at once witli a wider plan, with dc'linite largets. for 
the most cfficieni use of Indias agricultural resources by 
the apidicatlon of modern scientific research and tlie 
evolution oi' a dov-erslfied economy: and the in dial largei 
should be higli enough to arouse natiori.“-wide ('nlhiisiasm. 
All Governments must jsrepare comprehensive schemes lor 
agricultural reconsu'uct ion t(,) ensure increased production 
and a substantial rise m the standards of living of the 
rural txipulation Includc'd in tlnese should be the follow- 
ing ; - - 

Firstly, theie are major iri'igation and hydro-electric 
projects and minor in-igaiior) schemes. Theii’ importance 
cannot be exaggcuatc'd, as India’s proportion of irrigated 
to the total cultivated area has diminished as an ellect of 
partition. Prior to partition, the irrigated arim formed 
26-5 per cent, of the total cultivated area. After partition 
the proportion of iirigated area to the total cultivated area 
is 18-9 per cent, for India and 45*2 for Pakistan. wSuch 
schemes should not be judged merely by the net return 


( 0.1 

on iVgricuJ 
turn! po[ic> 



90 


on the capital outlay — the broader social gains should 
also be taken into account. In the same category are 
projects for dealing with lands rendered unfit for cultiva- 
tion by soil erosion and for checking the colossal losses of 
acreage and production caused by wind and water erosion. 
We may say in passing that in our view the subject of 
land utilisation has not received the attention in India 
which the seriousness of the problem demands and that 
an expert body to study this is an urgent need. 

Secondly, there are measures for improving agricultu- 
ral methods by organising research on a much wider scale 
than at present, bringing the results of research to the helds, 
supplying better seeds and manures, introducing better' 
methods of tillage and bringing where possible additional 
areas under cultivation. Of fundamental importance 
under this head is to organise a country-wide campaign 
for the conversion of all village and town refuse into com- 
post. Attempt should also be made to overconu' the 
disabilities due to fragmented holdings by co-operative 
m(;'thods or in ot.ht'r ways and also to (‘slaDlish a more 
diver-silled agriculture — the growing of fruits., vegetables, 
etc. . — including dairy farming, poultry-rearing. 

Thirdly, there should b(^ carefully devised subsidiary 
occupations and cottage and small-scale industries suited 
to different regions. 

Fourthly, marketing and stivrage arrangements should 
be improved and thc' loss caused by insect and other pests 
minimised. 

Fifthly, arc probltnns connected wi t fi agi'icult ural 
finance including price- support measures when needed. 

Sixthly. ar(‘ allied measures like I’eform of land 
tenui-es. rural education, communications, etc. 

Such programmes should cover all sides of rural life 
and there should be plan for- immediate action with defi- 
nite financial allocations. It is also important that they 
should be formulated in close consultation with all inte- 
rests concerned and shfiuld carry with them popular 
support at all levels. 

Organization 96. What we have said above leads us inevitably to the 
luraf Dovf question of an organisation reaching down to the remotest 
lopment villages which would enlist the widest support to schemes 

of improvement and ensure that they would be imple- 
mented in the countryside. Here again, we have no cut 
and dried scheme to offer. We can only make suggestions. 
In our view, the greatest need at present in India is an 
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extension service with the object of biidging the gap be- 
tvvetei resixirch and the practices oi pi'odacers,''' similar 
to those which have been lound so valuabk' in the II. S. A,., 
U.K. etc. Wiiat wi' have in mind is an extension otlicer 
With the necessary stafl for a group ot 4(i or 50 villages 
working on a demonstration farm. This ollicer will be 
tite agent ol all the development departments for the 
implement ation of schemes of impi-overnent for the 
villages in the centre and the guide and friend of the 
farmers m the area and in close contact with tliem; advise 
them on all (juestions connected with impi'evcnnents; 
supply all their not'ds— seeds, manures, impierncnts, etc., 
and assist them in every way. Each such Centre will 
have attached to it a committee consisting ot the corn 
cerru^d district and other oflicials and inlluenllal leaders in 
tlie area. In every village under tlie centre there will be 
a multi-purpose co-operative society or a better farming 
society with the best leadership available, to link it up 
with the centre. All the centres in a district or other 
suitable region wall be afliliated to a district or regional 
centre with a farm under a carefully selectcxi extension 
stall and a representative committee of non-ollicial leaders 
and through it to the provincial Department of Agriculture 
and a Provincial committee. Such an organisation will 
discuss regional plans at all levels, enlist popular support 
for them and actively help in their implementation. Wc 
also think, that this organisation should undertake a cam- 
paign to inculcate the habit of saving among agriculturists 
for financing regional and other scliernes. The Com- 
mission believes that tlie beginnings of such an organisa- 
tion exists in several areas that it should be extended so 
as to cover the whole country-side and th.at the Staffs and 
committees should be in the closest touch with eveiy agii- 
cultuiist family, assist in the implementation of plans of 
improvement and also promote the habit of saving in iinai 
areas. The chart below showss the kind of institutional set- 
up we have in minds. 


or ad\ isorv ivrid othor hIIuhI tho lo!- 

>winK indirtjKinHablo fuiic-tiraiH - instructing farm i>o(>plo in ap-i(>ulturai an(l 
ornostic scioiico and in agricultural affairs ; bringing tJioin tlio latost- lY^sults ot 
».-4oarch in nios<» fields , on ciuality and cost as wall iw on tlu* quantity of pro- 
notion and teaching them improved techniques of larmmg and rnra 
ving • c-alling the attontion of ros<«ircb institutions to the agricultural and 
ome prolilems that rerjuirc study; and providing op|>orturiitios for farm 
eopU; to m^^t Logether for the pni'i^ao of learning from each other and 
e\'(doping leadership in agricultural affairs’. 


- Report on extension rmxiting of the F. A. O. hold in Belgium in August 

am. 
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Government of India 
Department ot Food and Agriculture. 

Indian Council of Agricultural Research and 
Research Organisations for individual crops- Cottori. <Iute. 

Rice, etc.; 

Reseai-ch ORicers. Irjslilutes in Animal Husbandry, 
Forestry, Iriiga tion . 

The All-India Cottage Industries Institute and connected 

agencies. 


Pr o V] nc i a I G o ve rn m en i s 

IJeparlments of Agriculture and Food, and of Animal 
Husbandry, Cooperation. Industries^— specially 
cottage and smarhscalc industnes. 

F o r e sis: I r r i g a t i on. 

Research OiVwors and advisory olliccms in the above fields 
Extension Ollicers: Provincial Committee composed 
of all concerned ofhcials and representative 
non-onicials. 


I 

District or Regional CouncHs. 

A well-equipped farm or [aims meeting the needs of the 
District or region, 

Cottage Industries Institute or Institutes. 

Fai ni and research workei's; Oihcers in all developcncnt 
departments-- Agriculture, Animal husbandrv. 
Co-operation, Industries including cottage and small-scale 
industries. Forests, Irrigation. 


Extension oihcers in the disiricl region. 

Commit toe oI tlm Disti'ict revenue ofheers, the othcers of 
Dc'veloprnont departments montionod and 
I •epresen ta ti ve non-o fh ci al s . 

I 

Extension Centre (or 40 to 50 vill a c os 
ExlensK'n .cervice officer with suitable stafT and tairn. 
.seed-depot and depot for manures, agriculturai 
implements, etc. 

Kcpre.sentativc Committee of di.strict and development 
departments' officials and non-officials 

I 

Village Co-opo-ativp multi-purpose .society or better 
farming society with the be.sl village loadersl'iir 
available. 
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cent, oi tlic p'^piilalion c^an h(^ shiried iittiv! PhkI pivxiiic- 
tion to otli(M' piu’sints. 'per capita eiccaxie \v»]l Ix' d^ajbled 
and additiona i of Ic'.'-'s thaii Id ],>er ctcn., wili irc'blc'’ 

per capita income.- Anothc!- estimate of the surpiie; male 
workers in agneidluie is JaA millions for wdiat used 0) be 
‘‘BriHsh India”.-- There are also other esdmr:^es b!.:t all 
these can only b'' m tfieir very nalmse rone'i’ ptie'-S'es. Tltc 
whole subject needs detailed study, supp^s/ted by iiciual 
experience of sclKsncs of ralionalisalion in different parts 
of the country. It will bo concealed tlmt Die pat lei n of 
agricultijnre in Inch a will not admit of the introduction 
ol mechanical metliods of cultivation on a large' scale and 
that so long as one can see, the bulk of agricultiu’e will 
remain in the hands of peasant proprietors working on 
small holdings. Even under such a regime, however, a 
moderaie measure of rationalisation will result in fairly 
Gonsiderable displacements to population after allowing 
for impi'ovcnmn ts in ii-idgati^'n, betier seeds and manures, 
etc. and a genei’a].i\' diversillcd agricultnral ccOiionrc. The 
problem, iherefore, is (i) how to replace in suitable occu- 
pations Drese displaced persons in, say, 20 years- -Ihcir 

numbers are likely to bo about I A millions a year on a 
conservative estimate, and (ii) concurrently VvdUi tliis., 
absorb the annual additions that talu' place to tb(' p'*pu]a- 
tion which is of the order of 3 millions. It siiould Dc 
remembered in this connection that the total number of 
persons cniployed in all large-scale indusU'ial imder- 
takings at present is about 3 millions, wliieh rougidy 
equals the annual increment to the population. The broad 
conclusions IIku emerge from this survey are Dv'se; 


*(i>uolo(I }/iy i >r. [>. N. (J.ingiili in l-is ‘ J\(-i.f>n.;{ rnclion of i n. ii.e.: fomipi 
tradn’ l-*p. 1 SO i IS and i*K)tn'>fn on P. liS. 

^•'^'Shri Tariok Sinyh “Povorty n.nd Social CnintX*". 

'I'iiis nstirniitc is {vrohs.ltly on Um low si(l(\ Cf'I.onifi il. P>.i.sn ; Indnst I'n. li- 
fiation, till' uni\|t^i*sa.l Xood i’or OccupationaJ A( ijnst inont ont cf .AyT-icnitiirva 
wlicro tlio nuvnSar (){■ siirj ilns worl.or.s in aorricnil nro in ln<l.-.a p c-sCjiui !»':(] in 27 
niillions {(yjotoJ by idTp'iic StH.{oy- -\\’or!d lU-o.noir-’c DevelopmojLt P. ( 
footnoto. 
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(i) While there is no doubt that the expansion of 
existing large-scale industries and the establish- 
ment of new ones especially of basic and key 
indusiries are essential in the national interests, 
thest^ alone can absorb only a small proportion of 
those fof whom every year occupation has to be 
found. Even so, it should be laid dovrn that in 
regard to industries in which certain processes 
can bv* suitably ‘‘decentralised" these processes 
should bv carried on in small-scale establish- 
ments, al]'>wances being made for the private and 
social costs involved. Elsewhere in our report we 
draw attention to tire large ]:)lace which small- 
scale industrial establishments occupy even in 
higlily industrialised countries. 


(ii) An important role should be assigned in future 
plans to industries subsidiary to agricultui'e and 
cottage and small-scale industries and a radical 
(‘hangc^ should be effected in their technique and 
organisation by continuous research and in uther 
ways to enable' them to meet tlie increased 
demand for profitable employment that will be 
made on them. 

(ill) There should also be a much wider recognition 
than at pi'esent of the opportunities for profitable 
employment afb*rded in fairly developed econo- 
mies by tertiary occupations to which attention 
has been drawn by Dr. Colin Clark"^' and syste- 
matic efforts should be made to stimulate such 
sc'rvices and 0(‘Cupations. 

These broad principles form the background of the 
proposals elaborated in the succeeding chapters of the 
Report. 


'*‘( 'ha|)ter V'. in ‘‘"riie Conditions of Koonomic ProgroHs” by Colin C'lnrk. 

' i 'or ( onv onitriKM) in intornationiil comparisons productions may be do- 
fin(^'l ;is ] )rimarv, secondary and tori iarj^ Under the former wo include ag- 
fifiilt III*;!.! pa'^rorai inYxlm-t ion. listiing, forestry and hunting. Mining is 
loon* ))n>|Miiy irs-du 1.>;1 with secondsTy {)ro 1 ik -lion, cover in g man iifact lire, buil- 
ding const riu ( ion and public work.s, gos »u .(l electricity supply. Tertiary produc- 
t iou is defined by difference as consisting of all other economic activities, the 
j)riucipal of wliieh are distribution transport, public aininiatration, domestio 
scrvi<*o and all other activ.vtioa producing a n )n>materuJ outpiut*'* 
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COTTAGE AND SMAEI.-SCAIJ''. INUI'S'I'KII'S 

Six’Tiow A 

The Buckgrituiul -JTmphri/inee^^ din! h’liuil iinJ inarntlnniliou 

9!,!, In this Chnpler, \m.' |.>i'u()OSt' to cXMiiiiuf Uiv lok- ot 
colruyo and small-scaU' industries in the pattern ol Uie 
country's economic devel(jpment , As in the ca,-,e ol. 
Agriculture these industries not only pruvid<> a source 
of occuput i-n to llie peo|;)le in nil a! areas but also consti- 
tute an important ('lernent in that way of life wlucli is 
associated willi a predominantly rural economy. In r)Ui 
discussion of this subject, fiowcvcr. we propose to escficw 
non-econornic considerations and t,:' base our Irndmgs on 
an objective appraisal of the eeonomics of cottage and 
s m a 11 * s c a 1 (, ‘ i n d 1 1 s t v i e s . 

99, The basic signiticancc of Agi iciillun.s w inch was . 

emphasised m Chapter Vlf is statistically illustrated by 
the following tables showing the proportion of gainf'dly 
occupied p.>pulation to total po|)ulation and the oecupa- 
tional distribution of the gainfully oceupied population. 

These tables reintoree the conclusions indicaled by the 
review of the country's past tarifi policy undertaken in 
Book II. It will be seen from that review that aitliougii 
the progress of industrialisation has been appreciable in 
some directions, the extent to which it has influenced the 
structure ol the country’s economy has not been signi- 
ficant. In this, as the following tables will show, India 
shares a characteristic common lo all Asian countries. 

95 
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Table 21 


(a) Nuviber and proportion of gainfully occupied popula- 
tion to total population in Asia and Far East 


( 'ounl ry 

l >a.tn ol (aaisiis 

Gainrnlly Occ 

upied Population 

aV umber 
(Tlionsands) 

l*er eent 

liiirma. 

1!k;i 

6,231 

42-5 

( d'\ Ion 

1021 

2,232 

49 -6 

India 

103! 

148,817 

42*2 

lndoia*-,!a 

1030 

20,871 

34-4 

da pan 

1047 

34,222 

43-6 

Korea , 

1014 

10,271 

40-9 

Alji.hiyan, IJ n ion 

1047 

2,000 

40-8 

Idnllipines 

1 030 

8,466 (5320)* 

62 0(33 -3)* 

Si am 

1037 

i 

6,824 

47-2 


*' !' vviihin bracUt iudii'aUi the uiimlxtr and jiroporlioii of gainfully 
♦ j)(»puljition8 iil'ter oxcluRion of’ 3,146,000 ‘Oiougewives”. 


(b) Occupational distribution of gainfully employed 
population 


In percentages 


Country 

1 

s 

CL> 

ft 

Agriculture 

i 

Manufacturing 

-o 

O 

Ph 

w 

% 

u 

H 

Trade and Com- j 
merce [ 

Professions & Ad- 
ministration 

St 

TU 

<D 

ro 

s 

a 

o 

Q 


Bmina . 

1 1031 

69 • 5 

0-6 

10-8 

3 6 

8-9 

4*5 

0*7 

14 

Ceylon . 

! I‘.I2I 

62 ■ 2 

0 1 

12-9 

Mn 

7-3 

3-0 

IP 

0 

India 

1931 

67 1 

0-2 

10 0 

1-5 

6-2 

2*7 

7*3 

60 

Indonovsia 

1030 

68-8 


10-6 

P5 

6-2 

3-3 

9( 


J apan . 

1047 

! 52 '3* 

20 

21-5 

4*5 

7-2 

7-2 

5-; 

1 

IvoroJi 

1044 

73 0 

2 • 2 

6-8 

1-6 

4-2 

2’ 8 

0-4 

MaJayii . 

1031 

60*7 


? 3 

6-3 

10-7 

3 2 

6*8 


Phillipinos 

1039 

68-8 

0-9 

11 3 

3-8 

51 

3*0 

6-2 

0-9 

Siam 

1937 

88-6 < 

0-2 

1-9 

0-9 

5-3 

1-6 

1-2 

0-3 


'^iri Japan tho gauifulJy occupiod population in agricultui’o including forestry 
and fishery, roso from the pre-war (1930) proportion of 48% to 62% as a 
result of cluinges in tlie economy arising from military defeat and Allied 
o ccupation. 

SouRcm: — 'United Nations Economic Survey of Asia and the Far East 
1948 ; pp. 109-110 
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More recent statistics relating to the gainfully occupied 
population or its occupational distribution are unfortu- 
nately not available in the countries of F.CAFE region 
except Japan. On grounds of economy, no occupational 
census of the population in India was undertaken in 1941. 
Nevertheless, these tables are useful as an indication of 
the general occupational pattern in this region and when 
compared with similar tables in respect of the more' indus- 
trially developed countries of the world ofTer important 
lessons to which we shall presently turn. The compar- 
able statistics in respect of some industriaiised countries 
are as follows: — 


Table 22 


Percentage distribiition of the gainfully occupied popula- 
tion in U.K., IJ.SA., Germany, France, Canada and 
Australia. 


Country 

Year 

Agri- 
cult uro 
Fishing 

j 

Mining 

IVhuiu- 

hictur- 

ing 

haiKlmg 

ft 

! (V)jn- 

\ ! HM'no 

A-. 

8 Vans - 
))ort 

Adinini.s- 
tvii.tive 
Uonuis ■ 
tic Her- 
vice etc. 

U.K. , 

]m) 

7 i 

5 

82 

2.8 : 

88 

U.S.A. 

1980 

1940 

22 

17 

2 

7 

80 

27 

10 

Ct(^rTnfl.ny 

1988 
' 1989 

82 

20 

4 

80 

19 

12 

France 

1931 

:U) 

2 

82 

17 

18 

Canada 

1981 

81 

2 

25 


1 9 

Australia . 

1988 

20 

‘> 

80 

24 

24 


Source: — Adapted, from, Industrialisation and, Foreign 
Trade, League of Nations (1945) and Economic Survey of 
Asia and the Far East, United Nations (1948). 

100. We have quoted these statistics at some length to rriucipio 
show the enormous leeway in industrialisation that India 
has yet to make and the very large scope that exists for duatriai 
a change in its occupational pattern. As was pointed out 
in Chapter VII, the process of industrialisation in this 
country is thus seen in its true perspective as, basically a 
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Definition 


problem of the i-eorganisation of India's occupational 
pattern. We have attempted to bring out this integral 
relationship between industrialisation and employment 
because it may help to dissipate current misunderstanding 
on the respective spheres of cottage and small-scale indus- 
tries on the one hand and large-scale organised industries 
on the other. The process of industrialisation will inevi- 
tably result in a shift of employment from primary pro- 
duction to secondary and tertiary industries including the 
ancillary services. Whether this process should take the 
form of cottage, small-scale or large-scale industries will 
depend primarily on the following general consider- 
ations ; — 

-(a) the nature of the industry— e.p. whether it is 
a defence industry, a basic industry or a consump- 
lion goods industry; 

1(b) the technological charactm- of the industry, e.g. 
the extent of mechanization involved; the type of 
teclrnical skill required, etc.; 

(c) the relative piopoitions of ('apital and labour 
needed for the organisation of the industry; 

id) the e.xteiit lo which de-centralisation in produc- 
tion in small unHs is economical on the basis not 
merely of its private cost but also of its social 
cost, i.e. the cost to the community; 

(e) the rate at which it is desired to effect a change 
in India's occupational pattern. 

It follows that, in actual practice, a decision as to whether 
a particular industry should be developed as a cottage or 
a small-scale industiy or as a large-scale industry will 
depend on a cai'eful assessment and balancing ot all these 
factors. To a more detailed consideration of some of these 
factors we shall turn in the next Section of the Chapter. 

Section B 

The Case for Cottage and Sniall-Scale Industries 

101. The definitions of “cottage” and “small-scale” 
industry are not free from ambiguity and different criteria 
have been suggested from time to time.** We do not propose 
to enter into any lengthy discussion on this subject. In 

’'”‘'( 1 ) |{epon of liKliai) ludnsl I'ial ( Virnrnirtsion, para. 20()(a). 

(u) Roport of (ho Nidional RJatining Coroinittoe. 

iiii) Koport of liu' Boinl)a.\ hd-nivoroie iuhI RiriviRt rial Survfp (V)ivinnt(oo 
(H)3S-40), Chfvptor Tl. 

Roports of tlio U*.R, Rifi»iin‘o (\>iniiutt<3o foifl Iho ly.R, 

TndufltriaJ Beorgaoisat ion (i’tnninit 1 00. 
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our view, which found general acceptance with the 
witnesses whom we examined, the distinction between a 
cottage and a small-scale industry should turn primarily 
on the use of hired Jaboui*. A cottage industry is thus one 
which is carried on wholly or primarily with the help of 
the members ot the tarnily, either as a whole or a part-time 
occupation. A small-scale industry, on the other hand, is 
one which is operated mainly with hired labour usually 
10 to 50 hands. It will be seen that unlike some previous 
reports, our definition ot a cottage industry does not turn 
on the use of power. On the contrary, we consider a wide 
extension of rural electrification essential for the growth 
and development of cottage industi'ies. It will be also 
noticed that, in our view, the distinction betw’^een a cottage 
and a small-scale industry rests mainly on the size of the 
unit and the related fact of the contractual relationship 
between the proprietor and the workers. In practice, how- 
ever, while cottage industries are generally associated with 
agriculture in rural areas and provide whole-time occupa- 
tion only in urban areas, small-scale industries generally 
provide whole-time occupation to their workers and are 
located in urban or suburban areas. 

102. The case for industrialising rural areas rests on the 
employment aspect which we have elucidated in the previ- 
ous section. This principle is conditioned by the factors 
mentioned under (a), (b) and (c) in para. 100. For example 
the nature of some of the industries may make it impossible 
for them to be run on a cottage or a small-scale basis where- 
as others may be more suitable for such organisation. 
Similarly, the technological characteristics of some of the 
industries and the proportions of the capital and labour 
needed in their organisation will influence their size and 
location. The pace at wdiich industrialisation is desired may 
also have a bearing on this. We shall now^ proceed to 
examine the implications of the “cost aspect’' as indicated 
in paragraph 100. 

103. The advantages of large-scale industries are 
generally derived from their low cost of production. The 
technical conditions of manufacture do not always enable a 
cottage or small-scale industry to avail itself of the 
economies of large-scale production, but this disadvantage 
may be partially offset by the relatively low^ cost of distri- 
bution. Further, a cottage or small-scale industry, owing 
to its methods of production and its close connection with 
the local market, enjoys a competitive advantage in its 


Advantages 
of ( ’ottage 
and Small- 
scale Indus- 
try — theory 
of social 
cost 
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ability to adjust the nature and the quality of its output 
to local demand. These factors affect the marginal 
“private cost” of an industry, but the cost that is more rele- 
vant to the consideration of the issue is the marginal 
“social cost”. Besides the elements that enter into 
“private cost” there are other measurable social criteria 
that must be taken into account in any estimate of the 
“social cost” of production of an industry and it is the 
“social cost” thus measured that will determine the relative 
efficiency of cottage and small-scale industry as compared 
with large-scale industry. 

The concept of “social cost" is familiar to students of 
welfare Economics and in its practical application to the 
problems of industrialisation in a country like Indi^ must 
include the following elements among others: — 

(a) The cost of large investments in projects like 
housing, public utilities, etc., which are essential 
to the development of large-scale industries in 
urbanized areas, but may be reduced in small-scale 
or decentralised industries located in rural areas; 

(b) The cost of “social security” which arises from 
fluctuations of employment in large-scale produc- 
tion, but the incidence of which in the case of a 
cottage or small-scale industry may be extremely 
small. This may be so either because in such an 
industry the worker is not wholly dependent as he 
is in a large-scale industry on his wage income or 
because the village or local market is relatively 
closed. 

(c) The costs that must necessarily accompany any 
substantial deviation from traditional modes of 
living inevitable in the case of large-scale indus- 
tries. This factor is of particular importance in a 
predominantly agricultural economy like ours. 

If these various elements of social cost are taken into 
account, the gap between the unit costs of production in a 
cottage or small-scale industry and in a large-scale industry 
will be considerably narrowed. 

104. Even from the point of view of private costs of 
production it may be pointed out that modern trends of 
technological progress are redressing the balance in favour 
of certain types of cottage and small-scale industries. The 



substitution of electrical motors and internal combustion 
engines lor the steam engine as a source of power has 
tended to reduce the economic scale of production units in 
certain lines of manufacture. Similarly the development 
of adjustable machine tools connected with the use of 
electric power has worked in the same direction. In certain 
engineering and other heavy industries, some influences 
have, however, strengthened the position of large-scale 
units through the introduction of such technological devices 
as the '‘assembly line” or otherwise, but as the role of such 
industries in industrially backward countries is necessarily 
limited, at any rate in the early stages of industrialisation, 
it may be reasonably claimed that modern technical deve- 
lopments have on the whole tended to strengthen the 
relative position of cottage and small-scale industries in 
such countries. 

105. It is this relative strength of modernised cottage 
and small-scale industries that accounts for the large place 
that these latter have always occupied in the economy of 
even such industrially advanced countries of the world as 
the U.S.A., the U.K., Germany and Japan. As this position 
is not always fully realised, we give some particulars about 
the extent of such industries in some of these countries. 
The evidence before the U.S.A. Senate on the Reciprocal 
Trade Agreements Act in 1948 brought out the fact that 
there w^ere about 3,800,000 industrial establishments in the 
U.S.A. with 1-4 workers. A recent estimate is that “small 
business makes up 92*5 per cent, of U.S. business establish- 
ments, employs 45 per cent, of the country’s workers, and 
handles 34 per cent, of its volume of business” and investi- 
gations are in progress as to the measures needed for 
removing the handicaps under which they suffer — viz,, 
“inability to command efficient management, lack of capital, 
tax problems and the unfair use of power by larger 
competitors”. 

“The dividing line between “small” and intermediate 
sized business has been drawn for manufacturing plants 
at 100 employees or less, for wholesale establishments at 
200,000 dollars annual net sales and for retail enterprise 
with receipts of 50,000 dollars.”’*' 

In the U.K. according to an official estimate, units 
employing between 5 and 30 persons accounted for 29 per 
cent, of the employment and 19 per cent, of the outputs. 


Cottage and 
Small-sealo 
liidustrios 
iji iiidust. 
rially ad- 
vanced 
(jountries 


*The London Economist, December 3, 1949 and February 4, 1950. 
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In the pre-war Germany for which figures are available 
upto the 1930’s, the number of small factories was consider- 
able although the percentage was steadily declining in 
favour of large-scale industry. The following table will be 
instructive: — 


Table 23 

Factories in Germany classified by size 


^ ear 

Siiind haSlalt 

lishiiaviits J — 5 
|>ersGiis 

{ percent of total) 

Me.Miiiim lilslab- 
! lislitiuattH Id - r»U 
^)or.s«>iis. 

! {percent of total) 

1 

Lavge Establish - 
I n< tills ovor 

50 persons 
(percent of total) 

1,SS2 • . . ' 

1 

i 

: ls-() 

2(i-:;f 

ISU.'t . 

•Jd i 

1 22 -S 

2r)-'.» 

do*;}. 

1112;. . 

22-2 

' 22-8 i 



Source: Teijiro IJyeda: "The sm-all Induslries of Japan , 
p. 9. 


In Japan, on the other hand, the cottage and small-scale 
industries continued to hold their own and in 1930 for which 
the latest figures are available to us, the small industries 
eonplove'd mc)re than half the^ total industiial population. 


Table 24 

Percentaye of Workers employed itt- small and lu-iye plants 

in Japan 



I 

! 

\ ea.r | 

^Nunibt'r engagotl in 31 nail plant 

i 

j Number engaged in 
largo plant 


i Uialoi' 5 

workers 

Uutler 10 
workers 

1 

1 

1 Under 50 

j workers 

i 

192(» 


0 / 

/o 

55 • (5 ; 

% 

1 /o 

70 

UKiU 

. 

52-9 

I- 

59 

70 


Source: ibid; p. 9. 
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Section C 

Problems of Development and Organisation ^ * 

106. The argument of the previous section implies that 
cottage and small-scale industries will be able to improve 
their competitive efficiency only if they can avail themselves 
of the facilities offered by recent technological advances. 

This brings us to the types of assistance that these indus- 
tries will require. These will necessarily vary with their 
nature and their place in the rural and urban economy. 

107. We received a large volume of evidence on the 
present position of cottage and small-scale industries in all oottag* and 
the places that we visited. The State Government as well 

as informed non-oflicial representatives were fully alive to 
the importance of cottage and small-scale industries and we 
were impressed by the considerable amount of work that 
was being done in many of the States to assist them. The 
Industrial Policy Statement of 1948 gives a strong lead in 
the matter as the following extract from it will show: 

“Cottage and small-scale industries have a very im- 
portant role in the national economy offering as 
they do scope for individual village or co-oner?^ive 
enterprise The Resolution of the Industries Con- 

ference has requested the Central Government to 
investigate how far and in wffiat manner these 
industries can be co-ordinated and integrated with 
large-scale industries. The Government of India 
accept this recommendation. “ 

Following this lead, the Ministry of Industry and Supply 
has set up a Directorate of Cottage and small-scale indus- 
tries to supplement the efforts of the State Governments in 
this direction. The Directorate is supported by an All India 
Cottage Industries Board, which functions in an advisory 
capacity and meets periodically to give the Directorate 
necessary guidance and direction in carrying out its policy. 

In the circumstances, we do not propose to enter into 
details but will merely indicate the broad lines of policy 
that, in our view, the State should follow for developing 
the Cottage and Small-scale industries. 

108. The following schematic representation will show 
the different sections of the industrial field that the cottage 
and small-scale industries now occupy and which they may 
be legitimately expected to cover in future with adequate 
organisation and assistance. 
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The following are some illustrated examples of the types 
that f/e visualize: 

Group A will cover all such industries as provide 
supplementary occupation to agriculturists, e.g. 
handloom-weaving, sericulture. basket-making, 
flour-grinding, bidi-making, etc. 

Group B will consist mostly of village crafts, like 
pottery, black-smithy, carpentary, oil pressing by 
ghanis, handloom weaving by professional village 
weavers, village tanning industry, carl-making, 
boat building (in riverine districts), etc., these are 
integrally connected with the economy of Indian 
villages. 

Group C and D. The cottage industries in the urban 
areas generally provide whole-time occupation to 
the workers engaged in them e.g. gold and silver 
thread, wood and ivory carving, brass and bell 
metal industry, toy making, silk fabrics, calico 
printing and dyeing, etc. 

Group E consists mostly of seasonal industries in 
urban areas which engage part-time labour e.g. 
brick-making, pottery, etc. 

Group F consists of small perennial factories in urban 
areas, like small hosiery plants, engineering 
factories, bobbin making, roller skins, pickers 
manufacture, tape-making, printing presses, etc. 

Group G consists of all seasonal factories in rural 
areas primarily concerned with the processing of 
agricultural produce, e.g. rice and flour mills, 
Khandsari factories (in some areas), gur making. 

Group H Small-scale industries in rural areas pro- 
viding whole-time occupation (throughout the year) 
are extremely few, which suggests that it is in this 
field that the scope for the establishment of new 
industries is greatest. The selection of industries 
will depend on many factors which we discuss 
later. Presumably, in the initial stages, only indus- 
tries involving the minimum of skill and the use 
of relatively light-weight material could be estab- 
lished— such as, say, buttons, combs, light leather 
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(a) Village 
Craft-e 


(b) Vaiage 
InduBtries 


products, cane and bambooware furniture, simple 
toilet materials, etc. Gradually more complicated 
industries, requiring greater skill and heavier 
equipment could be organised, e.g. agricultural 
implements, handloom accessories, shuttles, utensils 
of daily use, canvas shoes, rubber shoes, cycle 
parts, parts of watches and clocks, etc. 

It follows from the above scheme that the problems of 
cottage and small-scale industries are broadly as follows : 

First, the problem of developing the existing village 
crafts; 

Secondly^ the problem of developing the village 
industries which now provide a source of supple- 
mentary income to the agriculturists; 

Thirdly, the problem of developing the existing urban 
crafts; 

Fourthly, the problem of establishing such new indus- 
tries in rural areas as can provide gainful employ- 
ment to the surplus man-power now engaged in 
agriculture; 

Fifthly, the problem of developing the existing small- 
scale industries in urban areas. 

109. The needs of the village craftsmen are simple and 
well known. They constitute an essential element in the 
rural economy and their market is at hand, either a village 
or a group of villages. Plans for their rehabilitation should 
include measures necessary for improving and facilitating 
the technique of production, supply of essential raw 
materials, fuel, and uptodate tools and equipment. 


110. These are also closely connected with the economy 
of villages, as they provide part-time occupation for the 
agriculturists. Their needs are also the same as those of 
village crafts, but they differ from the latter in two ways. 
First unlike the village crafts they are concerned primarily 
with the supply of commodities in common use rather than 
with services. Secondly, these industries have to function 
in a competitive economy, and thus the problems of price, 
quality and marketing are of much greater importance to 
them than they are to the products of village crafts. 

The special needs of village crafts and village industries 
require a type of organization for their assistance which is 
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quite different from those appropriate to small-scale indus- 
tries either in rural or urban areas. Group or co-operative 
management, under the active and almost continuous 
guidance of the State will perhaps provide the best form 
of organization. 

111. It may be interesting to mention, in this connection, 
the type of organisation that has been evolved in an indus- 0. k. Kurai 
trially advanced country like the U. K. to promote the deve- 
lopment of cottage and small-scale industries. At the apex 
of the organization is the Rural Industries Bureau, which 
was established in 1921. It works in close co-operation with 
the National Council of Social Service, and also with trade 
organizations .such as the Master Farmers’ and Blacksmiths' 
Association, the Master Saddlers Federation, etc. It is 
assisted by a Rural Industries Council, which consists of 
representatives nominated by various Government depart- 
ments. the National Farmens’ Union, the Central Land- 
owners' A.ssociation, National Council of Social Service, 

Rural Community Councils, etc. 

Under the control and supervision of the Bureau aie five 
Area Officers, who maintain direct contact between head- 
quarters and the country-side, spending part of their time 
in each. 

The next link in the organizational set-up are the Rural 
Community Councils and the County Organizer. The 
Bureau works with a staff of technical experts, consultants 
and instructors, which provide technical service to rurai 
craftsmen principally in agricultural engineering, wood- 
working, clay industries, crafts and costing. Provision is 
also made for information, exhibition, and market- 
intelligence. 

The efforts of the Bureau are supplemented by the Rural 
Industries Equipment Loan Fund created in 1940 and the 
Rural Craftsmen’s Workshops Loan Fund constituted in 
1947, which are now administered by the Rural Industries 
Loan Fund Limited, a society registered under the Indus- 
trial and Provident Societies Acts.* 

112. The requirements of the urban craftsmen are ^«)^^Urbaii 
different, because the market for their produce is subject®” 
to all the forces of competition, domestic as well as foreign. 

Here the problem is largely one of increasing the competi- 
tive efficiency of their manufacturing and marketing 

*Rural Indxiatries Buroati— Report (1939 — 1947). 
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methods, and the development of the internal and external 
markets. We received a good deal of evidence on the 
pressing needs of these craftsmen and had the advantage 
of visiting some of their works at Banaras, Lucknow and 
Bangalore. The products turned out by these craftsmen 
comprise a medley of utility goods, semi-luxuries and 
luxuries, but their requirements are more or less the same, 
viz., 

(i) supply of raw materials and other ingiedients, 

(ii) supply of modern samples and designs; 

(iii) supply of modern tools and implements, includ- 
ing those needed for finishing processes, 

(iv) facilities for the training of artisans and their 
children in the manipulation and use of uptodate 
machinery and equipment; 


(v) technical assistance for the improvement of manu- 
facturing processes; 

(vi) quality control — to ensure that quality is unifoim 
and according to specifications. 

(vii) credit facilities, both for the purchase of raw 
materials and the marketing of their hnished 
products; 

(viii) organization of marketing, both at home and 
abroad. 


This list is by no means exhaustive and there are other 
lys in which the necessary assistance to these handicrafts 
n be given e.g. by arranging demonstrations and exhibi- 
ins or by suitable adjustments in the Stores Purchase 
)licv of Government, etc. 


113. We now pass on to the problem of establishing 
lall-scale industries in rural areas which will not only 
ovide a source of supplementary income to agriculturists 
t also create new avenues of gainful employrnent to the 
cess labour now employed on agriculture Here State 
licy should concern itself primarily with the following 
nor problems: 


(i) the type of rural industries to be selected; 

(ii) the appropriate (rural) location of such 
industries; 


(iii) the appropriate organization for the management 
and administration of such industries; 
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(iv) facilities for the training of executives and 
operatives. 

In the selection and location of new rural industries the 
appropriate authority will have to take into account many 
factors including: 

(a) the availability of raw materials; 

(b) the nature of motive power available; 

(c) the supply of labour and local managerial talent; 

(d) the type of local skill or industrial tradition avail- 
able in the area; 


(e) the nature of rural communications, with parti- 
cular reference to the source of raw materials and 
the market for the finished product. 

In para. 108, we have indicated the type of industries that 
could be organized in the villages. It would seem that the 
rural industries that can be most economically developed 
arc primarily those that depend on the produce of agricul- 
ture (including forests) and the manufacture of utility 
articles of common consumption that do not call for intense 
physical effort or the exercise of a high degree of skill or 
those that do not involve complicated technical processes. 
The absence of electrical power in the villages will for 
many years compel the rural industries to depend on other 
forms of motive power e.g. steam or oil engines. This in 
itself will retard mechanization of village industries and 
restrict industrial production to a few simple lines of manu- 
facture. In para. 34 Chapter III we have already drawn 
attention to the present position about the supply and avail- 
ability of electrical power in this country. Rural electri- 
fication has been actively considered in the Government of 
India since 1944, and is being given high priority in the 
last 2 or 3 years. Any large extension of cottage and small- 
scale industries will depend on the progress made in this 
respect. 
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114. There is one particular industry which we should Special Im- 
like to mention specially in this context. In the previous Agriouluirai 
chapter on Agricultural Development, we emphasized the machinery 
importance of rationalising agriculture and recommended 
that, in future plans, a predominant role should be assigned 
to industries connected with agriculture. The manufac- 
ture of agricultural implements should occupy an important 
place among these industries. Simple agricultural imple- 
ments could be manufactured in small-scale establishments 
at selected rural centres, while the more specialized tools 
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and machinery could be manufactured in a number of 
central establishments. The latter could also supply the 
raw materials and technical assistance needed in the branch 
establishments in rural areas. A further advantage of such 
decentralised manufacture of agricultural implements 
would be the facilities that this would offer for the adapta- 
tion of agricultural tools and machinery to varying soil and 
climatic conditions and agricultural practices in vogue in 
the different regions of the country. 

TVoblemsof 115 . What we have said above about the large part 
aiidTdmin^^ which State initiative and assistance should play in the 
stration promotion of cottage and small-scale industries leads us to 
the question of the form of administrative organisation best 
suited for' the purpose. We have already referred to the 
Central organisations recently established. 

Linked up with these, there should be State organisa- 
tions. In our view in each State there might be set up 
a statutory corporation aided by the State Government to 
be in charge of the measures which should be adopted for 
.Simulating the growth of cottage an:i small-scale indus- 
tries. The corporation will set up m each State research 
organisations: training institutes for instructors; financing 
and selling organisations, etc. Below these will come 
regional councils which will be responsible in each region, 
for the intensive measures needed for improving existing 
and establishing new industries. At this stage also training 
centres, financing and sales organisations, etc., will be 
necessary. Below the regional Councils will come organisa- 
tions for individual industrial units in villages or groups of 
villages. At this point, the co-operative method should be 
applied on the largest scale possible. The organisations at 
all levels should also be brought into the closest contact 
with those dealing with agriculture as indicated in the 
Chart appended to paragraph 96 of our report. 

Small-scale 110, The small-scale industries in urban areas present 
no such difficult organisational problems and prima facie 
there is no reason why the range of such industries should 
be restricted to a few lines of manufacture. Unlike their 
counter-parts in rural areas, they are not subject to the 
limitations from which the small-scale industries in rural 
areas suffer, viz., lack of power, skilled or semi-skilled 
labour supply and managerial ability. Indeed the strength 
of these industries lies in the advantages of large-scale 
production which they combine with those arising from 
their small size which makes possible their supervision and 
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Uiat Mere brought to our notice \vere 

(a) the loss of war timi' markets, and 

(b) the want of credit facilities. 

Mmty of these, small scale mdustnes grew up during 
K xvar m order to meet its miscellaneous requirements; 
he> were Inus assured of a read>- market. The end of the 
vdi .gradually reduced this market and tlie small indus- 
tues wer(> at onc(. brought face m lace with tire problems 
"i hndmg an outlet for their products-mostlv specialized 
ai tides catering tor a limited demand m tiic post-war 
.vears and they encountc.'rcd increasing competition from 
the larger units in tlio country and also from imports from 
.ibiodd. In llie buyers' market during the 'WTir, qualitv 
and finish were of secondary importance, but as competi- 
tion increased requirements became increasingly stringent 
and the small-scale industries found themselves at a consi- 
derable disadvantage as against the larger units, 
^etondly. the Joss of the market m areas now included in 
^akistan lurther adversely affected their fortunes. In- 
deed some cif these industries suffered moi'e from the loss 
market than the organized industries. For 
wnile the latter possessed cvell established market connec- 
tion^ and m some cases wide marketing organisations that 
could be deployed in search of new markets the smaller 
units possessing nu such facilities or organisations felt the 
impact of the sudden Joss of traditional markets more 
ketmly than the larger industrie.s. We see no easy solu- 
tion of tile marketing problems of these small-scale indus- 
tries m urban areas; this must necessarily be a long process 
to which both Government and the management of these 
industries must contribute-the former by means of direct 
and indirect assistance and the latter bv improving 
quality, reducing costs, and otherwise increasing the 
competitive efficiency of the industries. 

.lO.M.iU,' 
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The other problems relating to the lack o£ credit faci- 
lities raise complicated issues. In Calcutta, Madras and 
Bombay, we received a large volume of evidence drawing 
attention to the present plight of these small-scale indus- 
tries. Most of the witnesses were of the view that apart 
from current physical shortages which affected all indus- 
trial production alike irrespective of the size of units, one 
of the major handicaps of small-scale industries was their 
weak financial position — particularly shortage of working 
capital. As we propose to discuss this subject elsewhere 
in this Report, we do not wish to pursue it further at this 
stage, except to say that in view of the importance tiiat 
we attach to the position of these small scale industries 
in the industrial set-up of this country, we consider that 
their problems must engage the urgent attention of Gov- 
ernments. 


Section D 

Cottage and Sinall-Scale Industncs in relation to Large- 
Scale Industries 

117. Having considered the positive measures which, 
in our view', Government should adopt to assist and 
cievelop cottage and small-scale industries, w'e proceed to 
discuss the problems of their relationsliip with large 
scale industries. Many witnesses drew our attention to 
the injury caused to cottage and small-scale iraustri:'s l)y 
the competition of large scale industries. Thus, in many 
parts of India we heard complaints about the rapid 
decline of the village ghanis (oil pressing machines) as a 
result of competition from the centralized oil mills. Jn 
Madras and Bombay we w-ere told of the gradual replace- 
ment of cottage and small-scale match factories by the 
products of the Western India Match Company. AH over 
the country we heard of the plight of handloom w^eavers 
and their difficulty in securing supplies from the orga- 
nised textile mills. It is not possible to dogmatise on this 
subject; each particular case requires detailed examina- 
tion before the remedies appropriate to it can be devised. 
We would, how^ever, venture to make some general 
remarks based on what w^e heard and saw in course of our 
tours. 

118. In an earlier paragraph, we attempted to indicate 
the type of industries that could be profitably established 
and run in rural areas, either in the form of cottage or 
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industry. In certain other lines of production, 
like agricultural implements, textile accessories 
and parts of machine tools, it should be possible 
to produce components on a cottage industry 
scale and assemble these into their final product 
at a factory". 

We would only add that the detailed investigations 
which were promised in this Policy Statement should be 
pressed forward with the utmost expedition and a pro- 
gramme of action sdiould be drawn up as early as possible 
in consultation with all the interests concerned. 

119. This enumeration ol the different fields in which 
cottage and small-scale industries can be effectively co- 
ordinated and integrated with large-scale industries does 
not, imply that there is no conflict between them. On tlie 
contrary, tlnue are fields in whicli large-scale industries 
compete with cottage and small-scale industries. In the 
main, we u'ould rely for a solution oi this difficulty on the 
various measures of positive assistance to which we have 
already referred to raise the competitive efficiency of the 
village or small-scale industry. Nevertheless, in cases 
wliere it is establisiied after an enquiry at which all con- 
cerned interests are represented that such an industry 
deserves encouragement and support and cannot develop 
without some form of protection against the large-scale 
industry, we recommend that Government should take 
such steps as may be necessary to safeguard its position 
till the positive measures to whieii we have referred 
increase its competitive position and enable it to stand on 
Its legs. These steps may take forms as various as the 
delimitation of the field of production (as in the recent 
Government of India orders relating to cotton textiles), 
delimitation of markets, differential tran,sport facilities, 
the use of differential excises, licensing of the industries 
etc. Further, when large-scale industries are planned or 
sanctioned, it should be the dut>' of the appropriate 
authority to have investigations made as to what processes 
connected with these can be suitably conducted in small- 
scale establishments and to see that the location of large- 
scale industries is so fixed as to permit of this decentrali- 
sation. 


120. We are unable to go into further details on this 
subject because the conditions of protection to the village 
or small-scale industry will vary from industry to industry 
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and again from Stale to State. It should be the duty of 
the appropriate authority to undertake a more detailed 
study of the^ problems in collaboration with the State 
Governments. Wo recognise that the interests of these 
industries have been often neglected in the past, and in 
their present unorganized condition they are at a dis- 
advantage as against the large-scale industries. The 
problem cannot, however, be solved by mutual recrimina- 
tion; it can be solved only by efficient organization, 
marketing and research. 

121. In the foregoing paragraphs we have ventured to 
outline the role of cottage and small-scale industries in the 
economy of the country, and the problems that confront 
them. We have also indicated the forms of assistance 
appropriate to particular types of cottage and small-scale 
industries, and the nature of the administrative problems 
implicit in their development. We must here emphasize 
the fact that a positive and dynamic policy should be 
followed both at the Centre and in the States, continu- 
ously directed to the problems of production, finance and 
marketing that confront the cottage and small-scale 
industries all over the country in order that they may be 
enabled to provide the volume of employment envisaged 
^ in paragraph 97 of our Report. 


CHAPTER IX 


Natural Re- 
sources 


THE PATTERN OF LARGE-SCALE 
INDUSTRIALIZATION 

122. In this Chapter, vve propose to examine the role 
of large-scale industries in the scheme of industrial 
development. In para. 100, we enumerated the factors 
that would determine whether a particular industry 
should be developed as a small-scale or a large-scale 
undertaking. Where these factors favour the large-scale 
form ot organization the furthci- question arises as to the 
type of large-scale industries that in view of India's re- 
sources should be developed. Prima fane this will depend 
on two sets of factors — 

(i) On the supply side. 

(a) On the endowment of natural resources and 

(b) On the availability of capital, enterpreneuiial 
ability, technical know-how and labour skill 

-the so-called -mutable" factors of produc- 


(ii) On the demcmd side. 

On the priorities laid down lor the development 
ol particular categories of industries in the con- 
text of the fundamental objectives of the 
country's economic policy or in the event of no 
piiorities being laid down, according to market 
conditions. 

We shall now proceed to analyse these factors and their 
implications. 


Section A 

Factors of Production 

123. In Chapter III. we indicated the deficiencies in 
India’s natural resources in agriculture, mining and 
motive-power for industries. It is not merely the total 
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available supply of these resources that is relevant for the 
purposes of the present Chapter; their scarcity or abund- 
ance in relation to the available man-power and the rate 
of growth of population is also an important factor. Foi\ 
this lattei factor will determine the relative proportions 
in which India s physical and human resources can be most 
advantageously combined and thereby eventually influ- 
ence the pattern of industrialization. It is, therefore, the 
per capita supply of productive resources that is signifi- 
cant in this context. 


One basic diliieultv is the uncertainty of the estimates 
1 elating to mineral I'eserves — paiticularly those heavy 
minerals like coal, iron ore, petroleum etc. on which the 
tempo and character of India's industrialization must 
largely depend. Geological exploration in this country 
has been hitherto more extensive than intensive: t'ven so 
large areas oi the country still remain to be mapped. 
Without more intensive pi’ospecting it is diflicult to claim 
any high degree of reliability for the estimates of mineral 
reserves. This comment applies with special force to the 
■estimate of petroleum reserves. Another difficulty is 
about the estimate of India's w^ater-power potential. The 
power-rating of Indian waterways is usually based on 
their calculated ordinary minimum flown but the seasonal 
character of many of them, particularly in the South, 
coupled with other technical factors into which it is not 
necessary to enter, render some of these estimates some- 
what unreal as a guide to practical policy. In spite of 
these deficiencies in our pln^sical resources data, we have 
attempted to assemble them in a form that can throw 
some useful light on India's potentialities for industrial- 
ization. Table 25 below has been adapted from a 
study on a similar subject undertaken a few years ago 
under the auspices of the Royal Institute of International 
Affairs, London. 
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Source: — A. J. Brown: Industrialization and Trade; Royal 
Institute of International Affairs. 

Before any inferences can be drawn from the table, 
two qualifications should be borne in mind. First, the 
table takes into account only the present availability of a 
few key minerals and ignores the capacity for expansion 
of these and other physical resources. In an industrially 
backward country like India, the scope for such expansion. 
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is^greaier than in the more industrially advanced coun- 
tnes where the margin for further resources development 
is eithei small or non-existent. For political and economic 
i€?asons, the development of India's natural resources has 
been hitherto setiously retarded; it is now only at the 
thresh-hold of its resources development plans. Secondly, 
the table takes no account ol the geographical distribu- 
tion of the natural resources. It is not merely the quantity 
ot physical ix^sources in relation to population but also 
their relative' distribution in space that determines the' 
comparative advantage of a country for industrial develop- 
ment. In this respect India is probably at a slight advant- 
age as compared with parts of say. Canada or U.S.S.R. 
which, notwithstanding their relative superiority in indus- 
trial resources, sutler from severities of climate, the handi- 
cap ot long distances and the inconvenient location of 
their basic minerals and sources of power. In spite of 
these qualifications, the above Table brings together a 
useful body of essential data bearing on a country's indus- 
trial development and focusses attention on those funda- 
mental problems of industrial development to which we 
have already drawn attention inz. the primary import- 
ance of the development of agricultural and other physi- 
cal resources as a pre-requisite for industrial advance. 

The comparative figures set out in the above Table 
show that India belongs to that group of countries includ- 
ing East Continental Europe, China and Japan which 
possesses less than the average quantity of resources in 
relation to their population. But India's industrial re- 
sources, though small in comparison with countries like 
U.S.A., Canada, South Africa. U.S.S.R., etc., are somewJiat 
greater than those of the other countries in the group 
referred to. The broad similarity between the position of 
India and the other countries in this group will indicate 
the direction and pattern of its industrial development in 
future. 

124. Within the general limits set by these basic factors, 
the pattern of India's heavy industries wall be determined 
by the natural advantages which its Iron and Steel Indus- 
try enjoys. This should normally attract a large number 
of industries which depend on the use and fabrication of 
the products of the Iron and Steel Industry, and a still 
larger number of lighter industries which generally grow' 
up in the vicinity of heavy industries. Apart from this, 
the scarcity of India's physical i^esources in relation to 
population indicates that it will have a comparative 
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advantage in the establishment of industries where labour 
costs constitute a relatively high proportion of the total 
cost than in heavier industries, where capital accounts for 
the greater proportion of the total cost. These proportions 
will vary according to the relative prices of the factors of 
production and the technical character of the industry. 
For instance where labour is cheap as compared with 
capital, more labour will be used for the manufacture of 
a unit ol the commodity. Similarly, where the nature of 
the manufacturing processes is such that, having regard 
to the relative prices of labour and capital, it pays to 
employ the latter ■factor more than the former, the 
industry will be more capital-intensive and ince versa. 


Mutable fact- 
OT S of Prr»- 
*J uction 


125. Tills broad pattern would seem to receive I'urther 
support from India's position in regard to the “mutable" 
lactors of production, that is, its position as regards the 
supply of capital, entrepreneurial ability, technical know- 
how and skilled man-power. In Book V, we shall discuss 
at some length the problems connected with these issues 
and how the present deliciencies in these .respects can be 
overcome. We do not, therefore, propose to dilate on 
them in this context and would only anticipate one 
general conclusion which we hope will be amply borne 
out by the argument of the subsequent Chapters. We do 
not think that the availability of capital in the near 
future will permit of any large-scale development of 
capital-intensive industiic's. Neither the creation of 
domestic savings nor thc' import of foreign capital on a 
scale large err'ugh to alter the relative importance of 
capital and labour m our schemes of industrialization 
seems to be within the range of rt^asonable possibilities 
for several years to come. Similarly we do not think that 
we can borrow technical "know-how" on a substantial 
scale from the industrialized countries of the West except 
through international agencies or international pro- 
grammes of economic development of the type of Presi- 
dent Truman's Point Four. For. technical know-how is, 
by and large, tied up with foreign private capital and the 
scope for securing such know-how outside private foreign 
investments is limited, and, will be mostly confined to 
foieign governmental or international sources. The only 
mutable factor, which is capable of considerable develop- 
ment is managerial and operative skill. In Chapter X'VI, 
we shall discuss the possibility of this. Broadly speaking, 
therefore, the conclusion, emerges that apart from execu- 
tive and operative skill which is perhaps susceptible of 
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'■ •.•tor mulablo Iadovs 

,of pro ection aro not likoly i„ chanRo volalivcly to the 
natural factors to such an extent as to alter appreciably 

the comparative advantages that labour-intensive indus- 
tries now have over capital intensive industries. The 
industries may be roughly classified as follows on the dual 
•basis of labour skill required and theii- capital content: — 


(i) lo\\’-skiIled and light industries-- 

(e.p. rubbei’, bools and shoes, other leather goods, 
jute and cotton textiles, soaps, etc.). 

(ii) liigh-skilled and light industries — 

(e.g. Engineering industries of different types, 
fine mc'tal work, etc.). 

(iii) Low-skilled and heavy industries — 

{e.g. cement, fertilizers, etc.). 

(iv) High-skilled and heavy industries— 

{e.g. ship-building, iron and steel, mechanical 
engineering, etc.). 

These groups are not exclusive of one another and 
many industries may well be on the border-line between 
these categories. From the point of view of the optimum 
utilization of the country's natural I’esources. and having 
regard to its present position and future prospects about 
the supply of capital and technical ability, the pattern of 
large-scale industries in India will probably consist of a 
large sector of industries of the first category, followed 
by many industries of the second and third categories and 
those industries in the fourth category wdiich India must 
develop either for reasons of national security or because 
they are considered to be industries of key or basic 
importance. This brings us to a consideration of the broad 
lines of national policy as the dominant factor on the 
■demand side, which will influence the pattern of India’s 
industrial development. 


Section B 

Planned Development of Large-Scale Industries 

126. If industrialization had been left entirely to the 
initiative of private entrepreneurs, the pattern of develop- 
ment would have been determined almost wholly by the 
inter-play of the natural and mutable factors of produc- 
tion, that is, by the quantity and disposition of physical 
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Pattern of 
Industrial 
Develop- 
ment as 
visualised ir 
Industrial 
Policy state- 
ment 


resources in relation to population and the supply of 
capital, entrepreneurial ability, technical know-how and 
managerial and operative skill. This pattern would have 
broadly conformed to the types visualized in para. 125 
above. The growth of India’s industries from the end of 
the last century to the outbreak of World War II seems 
to warrant this conclusion. This period represented the 
heyday of laissez faire in industrial policy and the indus- 
tries tliat grew up were almost exclusively of the type 
enumerated in the first three categories. A planned policy 
of industrialization involving a large measure of State 
initiative and support may, however, deliberately foster a 
different pattern. We shall now proceed to consider to 
what extent the prevailing trends in national policy are 
likely to affect the' pattern of future dc'velopment. 

127. No blue-print ol Industrial development embracing 
both the public and the private sectors has beem drawn up 
so far. Presumably this will be the task of the Planning 
Commission recently appointed by Government. We 
may, however, attempt a forecast of future developments 
on the basis ol the Industrial Policy Statement of 1948 
and the reports of the Industrial Panels which were set 
up in 1946-4/, The broad picture of the development of 
large-scale industries that emerges from them appears to 
be briefly as follows: — 

(i) defence industries, including not only the indus- 
tries concerned with the manufacture of arms, 
ammunition but also a large number of other 
highly-skilled industries like aircraft manufac- 
ture, wireless communications, cables, etc., which 
serve not only defence but also civilian require- 
ments; 

(ii) heavy key industries whose products are of such 
importance that any interference with supply such 
as might arise from a cessation of imports would 
bring other industries to a standstill e.g. Industries 
for the manufacture of transportation equipment, 
rolling stock, wagons, etc.; ship-building to the 
extent that it provides the nucleus of a merchant 
marine, etc.; 

(iii) heavy basic industries— which provide the 
foundations of many other capital goods as well 
as consumption goods industries e.g. iron and steel 
industry, machine tools industry, automobiles, 
tractors and other heavy machinery; 
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■tiv) light basic Inchistries — e.g. some important 
chemical industries, whose products are essential 
for the manufacturing processes of otlier indus- 
tries, e,g. caustic soda, non-ferrous metals, electro- 
chemical engineering, agricultural implements, 
prime movers etc.: 

(v) essential consumption goods indiistries with a 
nation-wide market e.g. cotton and woollen textiles, 
cement, sugar, paper, etc. 

128. We recognize that it may not be possible for India 
to achieve this pattern in the* near future. The* country s 
limited resource's may not permit of the c*stablishment of 
all the industries includi'd within the range ol this pattern 
and it may be necessary le proceed step by ste'|> 
basis of an order of priorities. 

A general indication of these priorities may. Ihereloie .yUocatioD of 
be Tflevant in Uiis context. In the public sector the order 
■ of development may be broadly as follows; 

first, the essential defence industries; 

secondly, industries connected with the development 
of natural resources c.u. w'at(;n‘-po\\^ei . i.c. the 
multipurpose projects and key mineials like coal 
and petroleum; 

thirdly, public utility industries, e.g. railway trans- 
portation. electric power generation (where it is 
state-managed), etc.; 

fourthly, heavy key and basic industries which in 
the absence of private enterprise the state may 
have to initiate and develop. 

In the private sector, it is more diHicult to enlorce any 
order of priorities, because in the absence of purposive 
direction of policy, it is impossible to regulate private 
investments along particular channels. In Chapter XI on 
State policy in relation to the patterns of development we 
shall discuss the ways in which private investments can 
be directly related to national policy. On the assumption 
that there will be a planned policy, the following order 
of priorities may be observed in the private sector; — 

(a) the increase of production in existing undei- 
takings upto the maximum of their installed 
capacity; 
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(b) the expansion of existing industries upto the 
limits of effective demand in their markets with 
special reference, wherever possible, to export 
markets: 

(c) the establishment and development of industries 
which are complementary to existing industries in 
tile public o]' the private .sectoi'. e.p. industries 
which manulaclui'e the components of other 
indusliics or wliich carry llic processe.s of produc- 
tion a s1agt‘ .nearer final consumption, 

(d) the establishment of such industrir's as are related 
to existing industries and may increase the 
external economies I’esulting from the establish- 
ment nf a group of connect(>d industries: 

(e) the' establishment of industi'ies calei'ing for a 
lai-ge market, intei'nal and external, rather than 
those satisfying a limited or specilic demand. 

We would ernp.hasise that this order of prioritit-s does not 
imply that our iesourc.se are adequate for all tehse needs 
01 that tire requirenumts of a particular priority group 
should be fully satisfied befoi-e industr ies in tlie next group 
can be cue. rU; aged A balanced alloeation of resources 
not only between the public and the private sect.oi's, but 
also between tire din'ereiU priority groups in each sector 
is essential and will be a matter for national planning. 

129. Two problems relating to the future pattern of 
large-scale industries i-cquiro special mention viz., their 
location and relationship with small-scale and large-scale 
industlies. 

The market economy, working through prices, can- 
not ciisurc' that industries will be locatc'd at places where 
tln'y are most di'sirable. For sevt‘ral items of cost arc 
hardly I'eflected in prices, e.g. (i) security considerations, 
(ii) health conditions, (iii) cost of sei'vices. and (iv.) the 
social disadvantage, in terms oi undc'r-employment, un- 
employment and human misei-y, which are not easy to 
measure, Wc have already referred to aspects, of this 
problem in the chapter on Cottage and Small-scale Indus- 
tries but the same consideration.s apply also to the location 
of large-scale industries. There is thus a prima jade case 
for the planning of industrial location. It is, however, 
only industries that are not tied to particular locations 
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that can be so planned. The site for many industries is 
pre-detennined by their nature, their requn'ements of raw 
matei’ial, laboui’ supply, water supply and other services 
that can be provided elsewliere only at a Ihgher social 
cost. In the case.' ol' otluvr industries, wliicli ai'c more 
mobile, various factors will have to be taken into account 
before their location can be planned. These will include — 

(j) security factors; 

(ii) the sources of raw material and powder; 

( lit ) labour-supply; 

(iv) comrnunicat ions and transport facilities; 

(v) distance from tht' consuming centf’cs; 

(vi) the existence of related industries etc. 

It is not easy in practice 1o decade' on tlu' most suitable 
location of a particular industry and practical policy 
suggests tfial in the beginning it may be wrise to regulate 
the locational pattern of large-scale industries through 
negative.' measures wliicTi control the fui'ther concentration 
of particular industries in specified areas which are 
alreadv congesieei or iridustiially over-specialized. Alc^ng 
with these neitative measures positive steps may be' taken 
to increase the attractiveness of areas where it is proposed 
to encourage 1 lie migration of existing industiies or tlie 
establishment of new ones tlrrough the provision of basic 
services with the assistance oi the State. A good deal of 
work in this direction has been done in the U.K. in con- 
nection with the de'veloprnent of depressed areas through 
the agency d “trading estates'' whose activities merit most 
careful study. 


150. As regards th(' relationship between cottagi' and 
small-scale induslru's and large-scale jndustries, the possi- 
bilities of complementary production must be exploited to CoU.-me .md 
tlie fullest ('Xt('nt. The principle of decentralized produc- 
tion. on a complementary basis, lias been already acce|ited 
by tile Government of India in paragraph 8 of their State- 
men! of Industrial Policy, 1,948. This consideration should 
be kept steadfastly in viev.’ by industrial planners. In 
respect of industrial development schemes, whether 
initiated or sponsored by Government, a clear policy direc- 
tion should issue to all appropriate authorities that the 
extent to which cottage and small-scale undertakings can 
be utilized to manufacture particular parts or components 
of large-scale industries, or to carry out some particular 
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processes, should be examined from all relevant aspects 
as soon as they decide on the establishment of any large- 
scale industry. The same principle applies to private 
industrial projects. Decentralisation of "processes" .,f 
large-scale industries in the pi-ivate sector is not an end 
m Itself but should be looked at from the point of view 
of national gain. The criteria should be- 
ll) whether such decentralisation is likelv lo 
increase the aggregate national wealth and thus 
raise the standard of living of the people; and 

ln) \vhether i! is likely to lead lo wider distribution 
ol wealth and employment. 


ot all mdustiie.s lend tliemselves to decentralisation of 
“processes". Some do and some do not. We have already 
explained the criteria to be applied. Once an expert 
exanunalaon has been made in each case and a decision 
taken {where tliere is a planned ecnomv bv the Planning 
Commission or the Tariff Board) m consultation with all 
interests concerned, the State should actively assist the 
decentralised industries by (i) provision of facilities lik(> 
cheap electrical power, communications, (ii) finance, 
(111) technical guidance wherever needed. These remarks 
apply to our references to decentralisation of processes of 
industries occuiring in other parts of our report 


The location of large-scale industries in rural areas 
instead of permitting too much concentration in urban 
aieas is a difleren' question. Here again there should be 
expert niination as lo whether a particular industry 

' l«<^'«fed and there should be sustained ell'ort's 

to provide the assistance needed 
to enab’ ■ tins lo be done on a large enough scale-such 
as clieap powei . communications, adjustments railwav 
Ireight. etc. 


Section C 


Pace of Indnstrialisation 

lol. The pattern oi large-scale industries that we 
visualize is in the nature of a half-way house between 
the highly capitalized industries of the U.S.A. and the 
U.K. and India's predominantly rural economy. We 
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belic've it may be possible for the country to achieve this 
pattern it its natural lesources and limited supplies of the 
more important mutable factors of production, viz., capital-* 
supply and technical ability are employi'd in industrial 
investments according to an approved plan. Even so, the 
strain on India’s productive resources may be considerable, 
and It may be necessary to practise austerities in curi’ent 
consumption for a considerable time to come. The leeway 
in industrial development that India has to make is 
enormous. The following figures will show comparative 
position at a glance. 

Tahlk 2(i 

Approximate vianujacturinq per head of population in jour 

coun tries 


In dollars at 2926/29 priees. 
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Foreign Trade. 

In this context it would be hardly realistic to suggest 
a more intensive programme of industrialization than we 
visualize. Some of <>ur witnesses have, however, advocat- 
ed such a programme involving concentration on the manu- 
facture of capital goods and other heavy basic industries 
on the analogy of the first iwo Five Year Plans in the 
U.S.S.R. We should, therefore, like to say a few w^ords 
about the implications of this alternative programme. 

132. This pattern of industrialisation involves two 
irpportant consequences, both inherent in the nature of 



C'apital goods and heavy basic industries. In the first 
place, the equipment necessary for these industries being 
heavily capital-intensive will have to be mostly imported 
from abroad. In the absence of foreign funds on a large 
scale this will increase the burden on the foreign 
e^xchanges and aggravate the balance of payment difficul- 
ties. vSecondly, the fact that these investments do not 
produce consumption goods pari passu with the increases 
in purchasing power that they generate will increase the 
inflationary potential. In a predominantly rural economy, 
with a low standard of living where the propensity to 
c'onsurne and to import consumption goods is necessarily 
high, it may be extremely difficult if not impossible for 
’Government to keep the inflationary potential within 
control. 

The only practicable way of financing this type of 
investment would be— 

(a) to obtain foreign capital and/or 

(b) to increase the volume of domestic savings. 

In Chapter XV we shall deal with some aspects of the 
problem of foreign capital. Domestic savings necessary 
to finance heavy investments of the type of contemplated 
above may be of the order of say 15 to 20 per cent, of the 
national income. It is doubtful if savings of this magni- 
tude can be raised voluntarily. Consequently, it will be 
necessary to resort to taxation or rationing of consumption. 
In a country of India’s size and population, where agricul- 
turists dispersed in many thousands of villages account for 
the bulk of the national consumption, it will be almost 
impossible to enforce either the necessary taxation or 
administrative measures. The problem of channelling the 
savings, if effected, into the desired investments will pre- 
sent another organizational difficulty. Some capital goods 
industries may, however, produce the tools and equipment 
of other industries and thereby replace the essential 
imports of these articles from abroad. To this extent they 
will reduce the strain on the foreign exchanges. Such 
heavy industries, therefore, stand on a different footing 
from the other heavy capital goods industries. 

We have refrained from discussing the effects of our 
industrialization policy on the pattern of international 
trade because they are connected with issues of foreign 
trade policy which we have reserved for separate treat- 
ment. To this problem we turn in the next chapter. 
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PATTERN OF FOREIGN TRADE 

Section A 

IrKlustriaJisatiori and Foreiqn Trade 

133. We propose to discuss in this chapter the inter- 
Telations between the industrialization of the counti'v and 
the pattern of its foreign trade and the manner in whicli 
the two should be integrated with each other. For. any 
policy of intensified industrialization will throw up 
problems of foreign trade ooth on thc' import and export 
side which cannot be solved without a planned policy. 
The reciprocal relationship betwt'en national economic 
development and foreign tiade was recognized in economic* 
theory as early as the days of Carey and List, but this 
relationship was conceived almost wholly in terms of com- 
petition between foreign imports and domestic industries. 
For one whole generation, therefore, economic thought in 
this country was dominated by arguments over the pros 
and cons of tariffs and tariff pi'eferences in relation to 
India's industrial development. The great depression of 
the early 1930's which brought about a collapse in the 
system of multilateral international trade led to the 
imposition of more severe restrictions than tariffs on 
imports in many other countries of tlie world. Their 
•object was essentially defensive inz., 

(a) the easing of the balance of payment difficul- 
ties; 

(b) the protection of yidustry and agriculture 
against cheap imports from abroad and/or 

(c) the reduction of unemployment. 

The outbreak of World War II for the first time brought 
these restrictions into use in this country, but even after 
the cessation of hostilities they have continued to remain 
in force. The distortions in the pattern of world trade, 
seem to suggest that India's present balance of payment 
difficulties will dominate its foreign trade policy for 
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several years to conae. In this context, a planned policy' 
in respect of foreign trade implies in the short period, 
the adoption and vigorous execution of all those measures 
that will be needed to restore the long-term equilibrium 
of the country’s balance of payments. The manner in 
which equilibrium is restored will have important conse- 
quences on th(' pace and character of industrialization; so 
it IS necessary to plan the country’s imports and exports 
evrm in the short period. Indeed the extent to which the 
long term objectives of India's foreign trade policy can 
be reconciled with measures necessary for the restoration 
of the short period dis-equilibi'ium will be an indication 
of tfu' resilience of the country’s economy. 

Section B 

Balance o/ Payments 

134. The broad facts ab^ut India’s import and export 
trade during the inter-war period have been already set 
out in Chapter 111. In this chapter we propose to discuss, 
the pattern of India’s foreign trade during the war and 
post-war years and to examine the relationship between 
it and the pattern of industrialisation we have visualized 
in the previous chapter. The table below show’s India’s 
visible balance of trade during these years. 


War time 
Tt*ado» lino- 
4t» 


Table 27 

India's insible balance oj trade. 1939 — 1945 
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It will be seen troiri the above table that during 

1939 45 India had a large favourable balance on private 

and Government account. During this period India 
accumulated a large sterling balances mainly on account 

of 

(a) this favourable balance in visible account, 

(b) expenditiu'e incurred by allied armies locally 
in India, and 

(c) war expenditure rc^coverable from tlie U.K. 

Government. 

A substantial portion of liie visible balance of trade was 
used to repatriate India's external public debt of the 
face value of £320 million at a cost of about Rs. 425 


crores. 

'M35. In 1945 and 1947 India Iiad hu ge favourable Cost-wai* 

trade balances on private accounl but lieavy imports on 
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Government account especially on food and locomotives 
turned this into unfavourable balances. The table below 
shows the positioh for the three years. 

Table 28 

Net balances on Merchandise account 

(Ms. ('f(,)res) 

IIMO 1947 194N 

. . Private' .7.7 -I 1>:M Sl -.'l 

( 7>vornrnrril lOH-H 104 I 1S4 

Curn‘ia:\ Art‘a> . Privat<* . 4(> vif _'i:.4 

<4«)V('niincrit . jS •S'*-' 49 .7l’ -3 


^hu'ludes Services /dso. 

As will appear from the above table, in course of 1947 
the net balance on private account in respect of hard 
currency areas deteriorated by as much as Rs. 71 crores 
and was responsible for the bulk of the over-all deficit on 
both private and Government account. The nver-all as 
well as hard currency deficits in 1946 and 1947 did not 
present serious problems because the convertibility of 
sterling balances was not strictly limited, but the sharp 
fall in the Central reserves of the Sterling area in 1947) 
led to the fixation of a ceiling on convertibilitv early in. 
1948. 

In 1948 large imports on government account, payment 
for military stores under the terms of the Indo-U.K. 
financial agreement, the purchase wf pensions annuity and 
the payment to Pakistan cf its share in the Sterling 
Balances resulted in a large reduction in these Balances, 
amounting to Rs. 486 crores. In the first half of 1948 there 
was a small surplus of Rs. 15 to 19 crores on current 
account. The subsequent reversal of this position (culmi- 
nating m a net deficit of Rs. 63 crores over the whole 
year) was as much due to a fall in exports as well as an 
increase in imports. Whatever may have been the reason 
for this fall, its magnitude and persistence in the first half 
of 1949 indicated that deeper forces were at work. Among 
these were — (a) partition which deprived India of some 
of its important export articles, (b) internal inflation 
partly following from de-control in late 1948 and (c) the 
recession in the U.S.A in the winter of 1948-49. 
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As for imports the impact of the Open General License 
was felt even in the second half of 1948 but not so sharply 
as a little later. The table below gives the quarterly 
figures of merchandise imports on private and Government 
account from April 1948 to December 1949. 

Table 29 

Movement of India s Merchandise Trade 


(Quarterly totals) 

(IvS. Tirtklis) 


i 

1 

.Exports iioTndinL^ 

Imports 

BaUuic.o of 


Ro-«-x ports i 

1 


Trn/lf' 

n 

I <1(1.92 

I(»S,9s 

2,0*1 

Ul 

l<»T.S9 ! 

I2A,17 

■17.2s 

TV 

194.9:; ; 

i:9).9r. 

299>3 

1 949 - 

I 

UCCos j 

192.12 

:.s.94 

II 

9:;. 97 

1 7o,H(» 


111 

loa.To 1 

14 9, .94 

-45,79 

IV 

139,97 ; 

j 

137,49 

: ■: 2. -48 




1 _ 


Tiifliides trade on Govenirnont aecoujit. 


Unlike the Reserve Bank figures on which the observa- 
tions in this section are based, these figures of merchan- 
dise trade include the sea borne trade with Pakistan. To 
this extent the comparability betw^een the two sets oi 
figures is slightly affected. We have nevertheless used 
these figures to indicate the progressive deterioration in 
India's merchandise trade balance which was not aticsted 
till the last ciuarter of 1949. The table below sliowh the 
currency wise breakdown ‘>f India s balance' of payments 
for the three half years from .January 1948 io June 1949.- 



Table 30 

Balance oj payments of the Indian Union 
(Excluding tiansactiuns with Pakistan) 


134 
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It will be seen that with regard to the hard currency 
countries, the decline in India's exports was mainly res- 
ponsible for the enlarged deficit between the first afid the 
second halves of 1948. although the Government imports 
were an important contributing factor. De.spite a fairly 
vigorous control over private imports and attempts to 
divest imports to soft currency areas the hard curnmcy 
deficit for the half year ending June 1949 was as large as 
the deficit in the whole of 1948. In this half year the 
deficit with the sterling and other areas also increased. 

In the result by the end of June 1949 India's efforts to close 
the hard currency gap had rnercJy resulted in a stabilisa- 
tion of the position 'vis-a-tns this area accompanit'd by a 
deterioration in its balance of payments position with the 
sterling and other areas. This was the intractable prob- 
lem, resulting from Ihc' eompai*ative inelasticity of India's 
exports with which the country was confronted on tlu' 
eve of devaluation. It is significant that in no posl-war 
year, the quantum of India's export excetek'd 8/4lhs of the 
1937 level. The balance of payments difM('ulties would 
have been giealer bin for ilie relative increase in expoiU 
prices during the latter pan of tliis period. Some of the 
reasons for the inelasticrU' of exports were the low level 
of production (under utilization of capacity, work-out 
plant etc.); shift of production from export, s to home 
goods; transport boltlenrH:ks and high costs; increased 
internal consumption of export goods, and export duties. 

136 As has been just said, the frst half of 1949. saw Doyaluation 
one of tlie worst periods lor exports. In September, India 1949 

devalued the rupee, lollowiiis the devaluation ot the sten- i!».w 
ing. The net adverse balanee on merchandise trade which 
had amounted to Rs. 46 crores in July Septembei 1949 
was converted into a lavouiable balance of Rs. 2 crores 
in the next quarter. Exports increased by some Rs. 40 
crores while imports declined by Rs. 9 croies. Recent 
ligures indicate that the balance has increased to ovci 
Rs. 42 crores in January— March 1950 although th.e import 
of foodstuffs on Government account are excluded since 
the returns on this account have not yet bc'cn adjusted. 

Whatever may be the correct explanation of the increase 
in exports and tlie fall in imports, the improvement in 
India’s net balance position vis-a-vis dollar is perhaps as 
much due to the stimulus given to exports by devaluation 
as to the severe restrictions imposed on imports from 
these areas even before devaluation took place. As re- 
gards the sterling and other areas, devaluation has no 
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doubt benefited India's exports to the devaluing countries 
vis-a-vis exports from the non-devaluing countries. But 
since the relative exchange rates with the sterling area and 
the soft currency areas have not been greatly affected, 
other measures for improvement in India's balance of pay- 
ment position vis-a-tns these areas, have to be devised. 


Typos of 
disequilib* 
rium 
(o) Price 
disequilib- 
rium 


137. The above account of the forces which influenced 
the course of India’s balance of payments during the last 
five years reveals the complexity of the problem that 
faces the country in the present. The current disequilibri- 
um in India’s international accounts is shown in its true 
perspective as the resultant of at least two different 
types of disequilibria viz. 


(i) price disequilibrium, and 

(ii) structural disequilibrium. 

The former type of dis(‘quilibrium arises from disparities 
in a country’s internal and external cost-price relation- 
ship, while disequilibrium of the latter type results from 
shifts in the demand and supply conditions of internation- 
ally traded commodities or from changes in the invisible 
items in the balance of payments which are not brought 
about by changes in the relative level of prices or incomes 
at home and abroad. 

From the course of prices during the last five years, 
it is clear that domestic prices have fallen out of gear 
with the external prices of internationally traded com- 
modities largely bc'cause of innationary conditions at home. 
Held in check till 1944-45 the intlatioiary ootentinl was 
unleashed shortly after the cessation of hostilities, by the 
budgetary deficits on current and capital account. A 
further inflationary factor was the de-control of foodgrains 
at the end of 1947 and although the decision was subse- 
quently reversed, food prices continued to rule high and 
through them afiected the general level of prices. Infla- 
tionary condition at home affects the foreign trade balance 
in the short period partly through the rise in the general 
level of prices, which upsets the pre-existing relationship 
between the internal and external cost-price structure 
itself. Such distortion induces shifts in incomes in favour 
of those income groups which are connected with the 
production of commodities whose prices rise relatively 
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f Thus domestic 

in a on affects foreign trade principally in two ways I — 

(a) the maladjustment in the internal and external 
cost-price relationship widens foreign trade gap 
by attracting imports and discouraging exports. 


(b) the distortions in the internal price structure 
work more deviously. They increase consump- 
tion in the sectors which happen to enjoy a difTcr- 
ential income advantage. This results in a reduc- 
tion of the quantities available for exports. 


India s international accounts have been affected by both 
these inhuences dui-ing the last four or five years. 

138, The second type of maladjustment, which we have (6) StiuctmA^ 
called structural disequilibrium has primarily resulted 
from the partition of the country and appears to have 
been a major factor in increasing the gap in India's 
international accounts since the end of 1947. In Chapler 
III we have already discussed the changes in India’s 
economic situation which resulted from the partition of 
the country in 1947. In this context, we need only re- 
state the well known fact that partition has converted a 
large volume of internal trade between the areas now 
separately demarcated into international trade. In the 
present context of economic conditions this has substan- 
tially added to the country's negative balance since indust- 
rial raw materials like jute and cotton which formerly 
occupied a. prominent place in its export list now figure on 
the import side. This structural maladjustment has per- 
sisted on account of India's inability to effect changes in 
its production and consumption patterns so as to replace 
imports by domestic production or domestic consumption 
by exports. There are many causes for this failure — lack 
of capital and capital equipments, price and wage rigidi- 
ties, inadequate incentives for enterprise in new fields of 
development. Comment on some aspects of these problems 
will be made later; at this stage we only wish to draw 
attention to the intimate relationship that exists m the 
short period between India's pattern of industrial develop- 
ment and the structure of its foreign trade. 


139. One particular feature of post-war maladjustment uardcur- 
in India’s international accounts which it shared with the 
rest of the world requires special mention viz. the problem 
of the dollar shortage. The distortions in the pattern of 
world production and world trade caused by the War 
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and its aftermath rendered it impossible for many count- 
ries to restore the pre-war multi-convertibility of their 
currencies and thus resulted in the creation of separate 
currency blocks. As long as these distortions are present 
it will not be enough to achieve an over-all balance in 
India's international account. It will be also necessary to 
strike a balance in respect of the principal currency blocks 
particularly in respect of the hard currency areas. For. 
while hard currencies are readily convertible into other 
currencies, the latter are not equally convertible into the 
former. Tiie short-term problem of the balance of pay- 
m'^nts is thirs complicated by this additional factor. 

Section C 


Objeclives of Foreigv Trade Policy 


140. We now proceed to examirK‘ the objectives of 
Indv-vs short-ler'rn loreign trad(' policy. The attainment 
ol short-term equilibrium is not a piolicy but only a pro- 
cess essential to tlie attainment of a policy in the same 
way as “balancing thc' budget*' is not an end of financial 
policy, although it is an ess^mtial condition for the fi’aming 
of such a policy. This distinction is too obvious to lequire 
any mention; and yet we are convinct'd that unless it is 
kept firml\^ fixed in the mind, means and ends may become 
confused and the ultimate objectives of foreign trade 
policy may be overlookixl in the stress of current prob- 
lems. We shall return to this point later, but would like 
to say a few words in this context about the mechanics 
of attaining short-period equilibrium in India’s trade 
balance. In course of our investigati()ns, we heard many 
comments on India's import control policy. W'hile we do 
not wish to minimise the inconvenience that is caused to 
traders and industrialists by changes in import control 
policy, we believe that some of the criticism is based on 
inadequate appreciation of the circumstances in which 
import control has necessarily to operate and on imperfect 
knowledge of the main principles which guide the import 
control authorities in framing their half yearly program- 
mes. We therefore consider it important that immediately 
after an import programme has been drawn up, a de- 
tailed statement explaining its basis should be made 
available to the business community. At the same time 
the principles and procedure that have been followed in 
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prescribing the monetary ceilings and fixing the allocations 
under the diflerent heads and sub-heads should be fully 
explained. It is not enough to give publicity to the import 
programmes whether in oHicial or other journals: they 
must also be accompanied by sufhcient background infor- 
mation and a reasonably complete analysis of the principles 
on which they havi' been based. In this connection, wit- 
nesses emphasized the necessity of framing import licens- 
ing policy for periods longer than six months. We were 
glad to learn from departmental representatives whom we 
examined that the Ministry of Commerce was already 
considering the desirability of drawing up import licens- 
ing programmes on a yearly instead of the present liali 
yearly basis. Under existing world conditions it is ddh- 
cult to frame a foreign exchange budget on a long term 
basis, nevertheless w'c consid('‘r that conditions abioao 
partially in the U.K. and Western Europe -liave been sulli- 
ciently stabilised to justify the attempt. 11 revisions are 
unavoidable tliey must be made expeditiously and tally 
explained to tradims. industrialists and consumers. 

141. Subject to what we have said, the aim (4: shor'- 
term foreign ti’ade policy should be not merely to achieve 
equilibrium at an easily attainable level but to create condi- 
tions in which current foreign exchange receipts are suili- 
cient to pay for the volume of imporl.s necessary; — 

(i) to carry out a production plan based on the 
most eflicient use of existing productive resources 
and plant capacities. 


(ii) to achieve a pre-determined programme of in- 
vestment in essential replacements, restocking 
and in essential new lines of manufactuie, and 

(iii) to maintain a pre-defermiricd level and struc- 
ture of current consumption. 


In order to attain these objectives it is necessary to allack 
the balance of payment problem both on the demand and 
supply side. i.e.. it is necessary not only to contrive 
measures to secure the economic utilization of loreign 
exchange resourc(>s but also to maximise earnings ot 
foreign^ exchange in the short-period. These measures 


will include. 

(i) monetary, budgetary and other economic 
measures designed to achieve internal economic 
stability i-S-r what are known as "disinflationary 


measures”, 
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Working 
8hort‘Toi 
roJiry 


(ii) exchange rate adjustments, e.g. devaluation of 
the currency; 

(iii) adjustments in the structure of production; 

(iv) bilateral or regional trading arrangements. 

The first two groups of measures will be primarily con- 
cerned with the correction of the maladjustments arising 
from disparities between internal and externa] cost-price 
relationships (although they might indirectly affect the 
structure of production) while the last named measure 
will deal with maladjustments caused by long term chang- 
es in the production and consumption pattern. The type 
of bilateral or regional trading arrangements into which 
India has recently entered with a large number of count- 
ries is not a corrective of disequilibrium m international 
accounts m the sense that the other measures are. These 
arrangements are intended mainly to fill up the breach till 
the other correctives have had time to close the gap 
between India’s foieign exchange receipts and payments. 

<'t .142. A tew observations may now be made on some 

aspects of these measures which ha\^e a close bearing on 
India's industrial and commercial policy — 

Firstly, dismllationary measures are an essential pre- 
requisite for the correction of disequilibrium in inter- 
national accounts and we w^ere glad to find that their 
importance from this point of view is now widely recog- 
nized. 

Secondly, the effectiveness of devaluation of currency 
as an instrument for the correction of balance of pay- 
ment difliculties depends on many factors like: 

(a) the system of economic controls i.e. its nionetary 
policy, budgetary policy, wage policy, etc.; 

(b) the demand and supply elasticities of commodi- 
ties and services entering into the balance of 
payments; 

(c) the capacity of the country to adjust the struc- 
ture of its production in response to realignments in 
internal and external cost-price relationships and 
its terms of trade; 

(d) lastly on the repercussions of devaluation on the 
trade and exchange policies of other countries. 
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In retrospect, the economic benefits of devaluation 
^appear to us to have been primarily of a defensive or 
.safeguarding character. That is no' small gain in a 
fiuctuating world where about a year ago India's externa] 
■economy seemed to be precaiiously balanced. 

Thirdly, failing the requisite degree of economic 
collaboration within a region, structural adjustments in 
the pattern of consumption and production provide the 
most effective remedy for changes in the balance of pay- 
ment position brought about by alterations in the supply 
and demand conditions of internationally traded com- 
modities. The execution of such plans is, however. . beset 
with dilllculties. Pattei-ns of consumption take timc^ to 
change and the bringing about of changes will involve 
the imposition of austerities not always easy to enforce, 
while the import of the machinery, equipment and techni- 
cal know-how needed to effect changes in the structure 
of production is I'endered difficult by the existence of the 
disequilibrium in international accounts itself. 

This vicious circle is not easy to break and however 
difficult, a country may be compelled b}^ circumstancei to 
resort to changes in its consumption pattern in the short- 
period in order to achieve the necessary equilibrium in its 
balance of payments. 

Fourthly, as regards bilateral agreements it is now 
generally recognized that their contribution to the correc- 
tion of disequilibrium in India’s international accounts was 
small and their primary use was in the establishment of 
trade contacts, friendship and goodwill between India and 
a large number of young countries. This limited experi- 
ence of bilateral agreements does not, however, warrant 
the expression of views on plans of regional economic 
development based on the lines of the PIconomic Recovery 
.Programme in Western Europe. Provided, such regional 
plans are drawn up with the object of utilizing the natural 
resources of a region to the maximum extent possible 
and are based on the principles of economic balance they 
may have an important part to play in the economic 
development of a region e.g. South-East Asia and in reduc- 
ing its balance of payment difficulties. These results can 
flow from freer economic intercourse within the region. 
The major practical problem that will arise in this connec- 
tion will be the adjustment of the economic interests and 
aspirations of the countries of the regions concerned on 
terms of mutual advantage. 
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143. We have dwe'; at some length on the factors 
Dearing on India's balance of payments in the short-period 
because the plans for economic development must be 
related to them. Popular discussion on this subject usually 
concentrates on the \risible factors c.p.. the various shortages 
that at present impede production but overlooks the less 
obvious inter-relations between the internal and external 
factors in tiie country's economy. In the preceding para- 
graphs we liave attempted to bring out these relationships. 
We shall now proceed to examine the pattern ot India s 
long-i(M'm foreign trade policy that would best tit in with 
the pattern of its industrialization. 

Section D 

Objectwes of Foreicfn Trade Policy 

144. In para. 141 we mentioned that one of the objectives 
of India's short-term foreign trade policy should be to carry 
out a production plan based on the most efficient use ot 
c'xi sting productive resources and plant capacities, but 
pointed out that any lai'ge-scale structural change in the 
patLerri of production in the^ short-period might be difficult 
to bring about. It fiillows that as long as this disec4ui- 
libriiim is not cori'ccted the only way in wliich the pattern 
of production can bc' altered is as follows a — 

(i) by intensive and extensive cultivation within the 
limits of the country's resources. This will reduce 
the import of essential agricultural produce like 
foodgrains or industrial raw materials like jute or 
cotton: and/or 

(ii) by increasing the production of v>ther commo- 
dities and services for which in certain markets 
India may have a comparative advantage (e.p., 
textiles, chemicals, light engineering, processed 
agricultural produce lik(' hydrogenated oil, etc., in 
the markets of tlie Middle and the Far East). 

Already the pressure of economic forces has diverted agri- 
cultuie and manufacturing to the export markets mentioned 
above but a good deal still remains to be done. In the 
course of .our examination of witnesses and the discussions 
with representatives of the Chambers of Commerce and 
Trade Associations, wc were advised that there was consi- 
derable scope for the expansion of India's exports of light 
consumption goods, in which alone it could expect to have 
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a comparative advantage for several years to come in the 
markets of the countries bordering on the Indian Ocean 
and the Pacific and also and that such irade would be in 
the beei inicrosts of India and of the otlier countries as well 
in (lie other inland countries in the Middle and the Far 
East. Apart from increased production of these commodi- 
ties,, pi'ice and (|ua]ity will be the two handicaps which will 
I’estrict expansion of exports to these markets. Tliese wdll 
indeed be ttie basic dilhcu]t!(^s of India’s export trade, and 
reports and inveotigadons iniliaicd by Hk- Ministry oi 
Commerce' boih in this coimtry and abroad hiive retenxxl 
to these factors/" We recommend effective action should 
be taken to ensure that exports conform to the standai’ds 
agreed upon. 

145. While Indices sliort-term foieiiu^ trade polic\ sliould 

. ul Long' 

be suen . ca i be exi'^'iced within ilie hrnils ot tlie countrv s koro- 
■)' M.jvincnl.-: liic obic bves of t!ie coijuli-y's fen Trudo 

lun’-'-t'/rm lor(‘ign liadi.' }')oncv sPoiuc; be*; — 

(i) to doa'ct Ihose shm’l>t(*rm deveioomenls aloiig 
cliannels whicii will (omniiia lly (viabie the comilrv 
to co.riS()]idaie its position .m ttiesc iields: 

(ii) to f.)r('rnoi,r a pattern impml. i I'ade by mean:- 
01 wlvcli India ca^i oidain ihc' foreign resom’^-C': 
necr'ssary fos* ilio development uf its agi/etdi'/ia; 
a ]■ ! ti. 1 1 1 o s e c > i { a go . ; m 1 1 1 - s c a 1 o a : ; d ; ,a \ ' g: v. ■ - s t • : i ^ i i 'i 1 1 •' ^ - 
tries wl'iich ii may wish to de’^'‘4('-;) accordne.'; t(!’ hiio 
}iattvO‘nb of do'/olopmenls icresisidow/’d io ; he 
previous chajitors: 

(iii) to promote a pattern of export tradi' pi,-/, i/i 
vol ume, con'jpC‘sh ion and dii ect.ion) that wd ,! 
eo,-,o)^e India (a) to pxty for its ess(‘ntia] im|)(rh' an.d 
[i:>) 1/ specialise in those exports in which ii • rp' 
liavo a cesrnparative ,:Klvaniage and (c) to di;''/-! 
its (-xp )r1 irade to tliose markets Id winch it, v iil 
have the least difficulty in maintaining its Imld 
against competition from other countries. 

146. The previous chapters on the t'olc of cottage and 
small-scale industries and the pattern of large-scale indus- 
trialization will have shown that the picture of India/s 


*Cf ttio T’0|)ort:, of tho IS.K|)ort. Promotio!! UVia a.nU tiif^ 

ceodin^H of iho mofd iogK of tlio Ex|)()rt Advisory Council liold in Juno IlUa 
and Fobruaiy 1950. Also tho report « of Trade (touunissionorf^ ))ul)!i‘^)u'd 
in trade journals. 
lOMoiC ’ 
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Stages in 
tho Develop- 
ment of 
l^oag-Tonn 
Trade Policy 


industrial structure that we visualize is broadly as 
follows : — 

(a) A decentralized sector — lepresented by cottage 
(rural and urban) and small-scale industries (rural 
and urban). 

(b) A centralized sector— represented by large-scale 
units of manufacture concentrating on : 

(i) Defence industries. 

iii) Ileax’y key and basic industries. 

(iii) Inghi basic industries. 

(iv) Essential consumption goods industries with a 
country-wide market,. 

We aiso pointed out that sud\ i sciicnre of industrialization 
could be supported tuiiy by an intensitied policy of agricul- 
tural and rninin.g development. It is necessary to bear 
these tacts in mind in outlining India's long-term foreign 
trade policy. This policy will fall into the following 
stages, in conformity with the pattern of industrialization 
visualised. 

147. (a) The first stage during which large quantities of 
capital goods will probably have to be imported for the 
development of — 

(i) the country’s natural resources, e.g., agriculture, 
w'ater power, irrigation facilities, etc.; 

(ii) the essential tertiary industries, e.g., communica- 
tions, which provide the foundations of industrial 
development; 

(lii) the essential basic industries; 

(iv) the essential consumption goods industries. 

Imports will increase and exports on existing lines will also 
fall because an increasing proportion of raw materials and 
ores will be processed in the country for local consumption. 
In these circumstances imports can be financed by increased 
exports or accumulated reserves like the sterling balances 
or by foreign loans. The extent to which support from the 
first two sources is available will determine the magnitude 
of the strain on the foreign exchanges. Failing such support, 
Irirua will have to impose stringent restrictions on the 
import of consumption goods. The severity of the strain 
will depend inter alia on the effect which these large-scale 
capital investments produce on the internal economy, in 
other words, on the internal monetary, budgetary and/or 
price control policies and their effectiveness. 
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(b) The second stage — will be reached when the capital 
imports tail off and the capital investments begin to produce 
goods and services. Imports of capital goods will gradually 
tall but the increased national income generated by these 
capital investments may incaease tlie imports of consump- 
tion goods, unless austerities in consumption are practised 
on a planned basis or the increased production of consump- 
tion goods (agricultural and industrial), resulting from tlie 
capital investments is sufficient to absorb the additional 
income genmn ted by them, h'aiiing this, domestic inllation 
may continue and commodities may be diverted from export 
to donK'stic consumption. This, m its turn, will again 
increase tiie strain on the furcign exchanges. 

(c) The third stewe — In this stage, the secondary indus- 
tries will iirobably increase in importance. The demand 
for imports is ilicrcd’ore likely to fall rapidly. If the output 
of the secondary industrit's expands, an opportunity will 
be croatfxl tor the (;‘X{:)]orittion of piaifitable new markets. 

Tlie increase m exports in its turn may induce increased 
imports ot quality or specialized goods, and thereby balance 
the international accounts at a sufficiently high level. 

Thest' stages in the course of India’s foreign trade are 
pui'ely illustrative and represent primarily a logical order 
ol development; they do not claim to indicate any historical 
sequence, much less any time-schedule. Further the stages 
may overlap. They are, however, intended to focus atten- 
tion on the nature of the long-term developments that may 
be visualized in Indians foreign trade and its changing com- 
position under the impact of the process of industrialization. 

148. It may be reasonably expected thal^ while India’s Direction of 
imports ot capital goods will have to be obtained mostly 
from the; industrially advanced countries of the world, it 
will probably obtain its imports of primary goods, i.e., 
agricultural or forest produce mostly from the countries 
of the East. India’s exports will probably be divided more 
and more between these countries and the industrially 
backward countries of Asia and Africa. In respect of the 
products of agriculture and mines, India’s trade policy 
should be to export them after they have been partially or 
wholly processed in the country. As regards the other 
exports, viz., the lighter capital goods and the consumption 
goods (e.g. textiles, chemicals, etc.), India will probably 
export them more and more to the neighbouring countries 
in Asia and Africa. These changes will call for a puiposive 
and sustained re-orientation of export trade. Special efforts 
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A Lesson 
from Japan 


will be necessary both on the part of Government and 
private trade to switch over the domestic economy to this 
new pattern of exports. Government will have to create 
the basic conditions necessary for this change-over while 
private enterprise will have to explore the potentialities 
of the new markets and set up appropriate marketing orga- 
nizations to develop the country's export trade along the 
new channels. 


149. In this context we would draw attention to a page 
IVom liie history of the development of the Japanese export 
trade immediately aftei' the great depression of 1929-30. 
Til! that year silk and cotton textiles coristltutcd the two 
stafiie exports of Japan. In 1929 raw silk formed 37 per 
cent, of its total exports while sL].k and cotton manufactures 
constituted 28 per cent. Like the U.K. before 1914 and like 
our own country till lately, Japan had become dependent 
on a 1 ‘elatively small group of export commodities; to an 
even greater extent Uian the U.K. before 1914 and India 
of today it (kg)ended on a single country. Ilie United States, 
Tht' U.S.A. was the prmci}:)a] buyer of silk and in 1929 took 
as niucfi as 43 per cent of Ja[;arrs total extrirts. vSoern aU.er 
d(-p]('ssion. tile Amo'ican demand for Jay>af<‘‘se sill’: ie'il 
iioavily, while the scope for t.hc expansion of exp'Ort:-: 

\eas i’cstrictcu by tlio deiensive action t;f other c't.'unia'ies. 
Ja:vm v'as copapeheu to (Orvelc'p ex|:)v)rls ot r iy|.’<'" at 
!tirare.;il\aeti,u:r'i '0 By i93!b the ratio beiwcen iB- ; reoixo^:'.'! 1 
cxp..n;i:-; and Its t-,:)ia] (Xvpe.’is fell from. 67 |:)er e- m in ift.lh 
im 4:^' per cent. Its ex;pt>rl of rnt tills, htiyrever 'oewnst'd 
from 6 per ccmi. to 11 PCX' cent., c,iigin(rm'i.n:,, frure ]•) to' 
21 pe.f cent., chcnricaB. from 0 i.o 11 rxrr cent., while it led 
If:: ’.Astrie ill enpi.eS.s <4' sdk. A careful E,nglish 

ce^wmerUcUor observes as follows:-—" 

' The p:::cuhar .lesson of dapan is in the virtues of 
llceribility. Tn.- rwobam'i facii'.g the country in 1930, 
wdien im pnneipai nimBet shrank, was of the same 
order as that v/hic:h the U.K, faced in 1920; but 
\\diereas Britain dragged on for twenty years at a 
low level of activity, Japan set herself to it at once 
and in live years had accompilslied a remarkable 
diversification of her production^ 

We have dwelt on these Japanese efforts at diversifica- 
tion of Japan’s export trade between 1929 and 1937, because 
we consider that they have an important lesson for this 


♦Economic Survey, 1919-39, W. A. Lewis (page 121). 
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countiy at the present juncture. Like the Japanese, India 
has also relied too long on a comparatively small group of 
‘export commodities and a small number of Countries. 
Diversification of exports and their distribution over a large 
number of neighbouring countries would be a major step 
in the i e-organization ot its export trade and an important 
factor in its future stability. This can, however, be achieved 
only by the closest co-operation between tlie State and 
private enterprise and the creation of an appropriate organi- 
zation within the Ministries of Commerce and Industiw to 
deal with the plan of action necessary to promote these 
long-term changes in the country’s pattern of trade. 

150. In an earlier paragraph we refeired to tlie responsi- lianking and 
bility of the State foi‘ tlie creation of conditions ru'Cf'ssai v Tnsuranco ^ 
lor bringing about the desired changes in its pattern of nu‘g'n\rado 
export trade. Two of these conditions would merit special 
mention. Historically the searcli for new markets has been 
accompanied by the growth of national shipping: the latter 
IS a substantia] aid to the opening up of new markets. 

Similarly, the cstablislnricmt of Indian banking and insur- 
ance houses will also facilitate the development of India's 
exports in the comparatively unorganized markets of the 
Middle and tlie Far .Fast, wlu're the tie-up of existing 
financial and commercial interests mav often place new- 
conicTS in the field at a disadvantage. As we propose to 
levert to some of these problems in a later chapter, we do 
not wish to Din-sue this :';ubject. furthev at. tins stage, r‘xcept 
to draw attention to the intimate connection between 
India’s foreign trade and tlu' growth and d(‘veloprnent of 
its tertiary industries and othi'i’ ancillary servica^s. This 
connection is direct and almost functional. 


VVe have indicated the broad lines along whicfi Indiak 
foreign trade should develop and the need for a planru.Tl 
policy in respect of it, both in the sliort and the long periods. 
In the next cliapler we shall pass on to a consideration of 
the nature of State policy in the furtherance of the patterns 
of development outlined in the previous chapters. 



Agriculture 


CHAPTER XI 

STATE POLICY IN RELATION TO PATTERNS OF 
DEVELOPMENT 

151. We feel thcit the picture of India’s future pattern 
of development in the related fields of agriculture, industry 
and foreign trade which we have attempted to draw in 
broad outlines in the previous chapters of this Book will 
remain out of focus, unless we indicate the part which the 
State should play in its implementation. 

152. In the field of agriculture, the views we have 
expressed make it clear that the State should play a pre- 
dominant role both in the short and the long period. The 
cultivator in India is an expert within limits but he is not 
placed in a position to profit by improved methods owing 
to his meagre resouices and other causes. Further, he does 
not possess any knowledge of tlie economic forces that 
operate in the organized markets for farm produce, altliough 
he may possess a shrewd enough understanding of the 
working of his local market. Lastly by tiie very nature of 
his occupation and the circumstances in which farming is 
carried cn, unlike his industrial or' commercial counierpai’t, 
he is debarred from {he use of llic services of voluntary 
organizations. lit all liiese spheres. State policy has a huge 
pan to play, and indeed without the initiative and sustained 
assiskmcf.; oi. the States tlico'e is little li [wsirliood of any 
substantial im])!-ovement in the standards (.d‘ living of 
cultivators. 

Apart from measures connected v;ith th(^ day to day 
problems of cultivation and marketing, there is the basic 
agrarian problem of the modernisafion of agriculture. Fie re 
is a field which is almost within the exclusive purview of 
the State; multi-purpose projects, large-scale schemes of 
river irrigation and minor irrigation works; flood control, 
afforestation and land reclamation: widespread develop- 
ment of communications and transport in rural areas; and a 
net-work of the agricultural services essential to production 
and marketing — all these involve activities that can be 
undertaken only by the State. In an earlier chapter, we 
have stressed the need for Governments in India to have 
targets high enough to produce an appreciable inci-ease in 
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standards of living after allowing for population increases 
that occur, so that the enthusiasm of the people may be 
evoked. This means, that, for many years to come, the 
resources of State Governments will have to be devoted 
in a large measure to these purposes, and also that the 
Central Government should supplement these efll'orts by 
assisting them especially in regard to multi-purpose and 
large irrigation schemes. 

153. We shall now consider the role of the State in 
cottage and small-scale industries. In Chapter Vllh we 
have already explained tfu^ place that we visualise for such 
industries in the economy of tiie country and also discussed 
their inter-relations with agriculture on the one hand and 
the organized large-scale industries on the other. State 
policy in regard to their development wilh therefore, be 
concerned with the following:-— 

(i) The types of activitic^s associated witli the improve- 
ment of their production and marketing methods. 
These activitii’S will include all forms of assistance 
to existing cottai'C industru's, wlietiun' in urban 
or rural areas to such smah manufacturing unils 
as operate in rural areas and to ail srnaii-scale 
eslabiishnu'nls in urban areas. These di lie rent 
types of cottage and snia]i-sCcd(/“ indnslries will 
necessarily rccjuiia' ditleiaail hirms ol administra- 
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respect oi their reciuirement ol Ihese tacilities. 

(ii) Another major held ol State activity will cent cx’ 
round the establishment and adminislrat ion of new 
small industries in rural areas that may be s-t up 
in conformity with the pattern of development tliat 
wc visualize. It will be the responsibility of the 
State to set up the right type of organizations for 
this purpose. Organized trade and industry might 
no doubt help but this will be forthcoming mostly 
in a consultative or advisory capacity and for 
specialized ad hoc services. 

(iii) There is a third type of activity that the State 
will have to undertake in this connection. It will 
have to regulate the relations between cottage and 
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LargenSo. 

fridustrie 


K oreign 
i'rade 


small-scale industries on the one hand and large- 
scale industries on the other and to integrate their 
production and distribution patterns according to 
the broad principles that we have suggested. 
Clearly this function of the State will have to 
be discharged in consultation with the interests 
concerned and with the object of maximising 
economic welfare. 

154. In regard to large-scale industries State policy will 
be primarily concerned with: — 

(i) Various forms of assistance that the existing 
organized industries will require. I:lere the role 
of the State will be to arrange for' such necessary 
supplies and services as cannot be obtained without 
State assistance and to ensure their equitable dis- 
tribution so that pi’oduction may be maximised 
and quality ensured; 

(ii) the establishment under liie control and manage- 
ment of the Government of all such industries in 
the nationalised sector as it may decide on; 

(iii) encouraging the establishment of such or 

basic industries as ru'ed to be promoted and fostered 
in conformity with the desired pattern of industrial 
development; 

(iv) giving facilities necessary tor the establishment 
of other industries in the private sector. 

This summary statement of lire role of the Stale in th.e 
development of our large-scale industries prr^supposes a 
“mixed economy** a division of the field belv/reen ihe public 
and the private sector. The Industrial Policy Statement of 
1948 lays down the respective fields of the State and private 
enterprise. We have already dealt with this aspect at 
censidei'able length in Chapter IX and do not propose to 
say anything more on it here. 

155. The role of State policy in tlie field of foreign trade 
comes next for consideration. In Cliapter X we have indi- 
cated the function of the State in the short as well as in 
the long period. It^will be seen from the argument of this 
Chapter that in the short-period, i.e., till the balance of 
payments position improves, it will be the responsibility of 
the State to exercise control over imports and exports. 
Subject to this, the State will promote the flow of such 
imports and exports as will secure the objectives of a short- 
term trade policy (paras. 141 to 143). 
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The role of the State in long-term foreign trade policy is 
more difficult to forecast, and will depend not merely on 
domestic but also on international economic developments, 
especially on how soon the influences underlying the 
currents of international trade and commerce are stabilized 
and the present unbalance in the disposition of the world’s 
productive forces is corrected. It may. however, be reason- 
able to conclude that in order to promote the patterns of 
industrial development outlined in the previous Chapters, 
the State may have to regulate the volume and the composi- 
tion of import trade, in the interests of India's long-term 
industrialization policy and also to encourage actively the 
development of new lines of export. The forms of regula- 
tion and assistance will depend on developments in national 
and in tern a tionai policy. 

IT);). We think we hav(^ said enough to indicate, in a 
genei'ai way. our conception of the role of tlu' State in tlie 
implementadion of oui' patteraas of developnumt. This con- 
ception conforms to the tc^rms of the vStaternent of 
Inciii.>tria! Policy, 1948. One of the immediate obJ(*ci..ives 
of this policy is 'ho promote the standard of living of the 
people by exploiting thc^ latent rosoui’C(‘s of ilie country, 
increasing production and olTcring opportunities to all for 
employ mc'nl in ihc' aivvice of the comrmimty", and 
emphasis is placed ‘‘on tlie expansion of iJi’oduction, both 
agricuitural and industriar'. It is clear that in idie held of 
agricitlture Government visualized initiative and planned 
action by the State. ,A similar rneasiwe oi special responsi- 
hiiity on i.e/‘ part of the Stale wdieLioi' Central or .Cate 
Governments, is also undertaken in resperd of cottage and 
small-scale industries in paragraph 8 of ihe .Policy State- 
ment, wdiich begins with the affirmation that ‘‘coliago and 
small-scale industries have a very irnoortant role m the 
national economy, olfe-hig as they do scop^' tor individual, 
villaoe or co-operative enterprise "a 

In the held of large-scale industries, ihe Industrial 
Policy Statement was prin.ariiy concerned with delimiting 
the spheres of the State and private industry. The role 
that \vc visualise for State policy in the development of 
the pattern of our large-scale industries is in harmony \vith 
the functional delimitation proposed in the Induslaaal Policy 
Slaiement between the public and private sectors. 

The Statement does not refer to . trade policy except 
that it makes an incidental reference to the need for increas- 
ing the earnings of foreign exchange, but a perusal of the 
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foregoing paragraphs will show that there is nothing in our 
conception of the role of the State in this field that is not 
in accord with the objectives underlying the Statement of 
Industrial Policy or its specific terms in respect of those 
aspects of our economic development which it has touched. 

Limits of 157. The precise measure of responsibility the State 
State Policy should assume will depend on essentially practical consi- 
derations — on the one hand on the capacity of the State for 
such developmental work and on the other on the relative 
efficiency of private agencies. In the Industrial Policy 
Statement, 1948, the Government of India admitted that 
while '"Ihere can be no doubt that the State must play a 
progressively active role in the development of industries 
the ability to achieve the main objective should determine 
the imiTicdiatc extent of the State responsibility and the 
limits to private enterprise. Under present conditions the 
mechanism and the resources of the State may not permit 
it to function forthwith in Industry as widely as may be 
desirable”. Tnis, of course, is a sound attitude which finds 
forceful expi-ossion in the following extracts: — 

'‘Planning is at tlie same time much more necessary 
and much rnoi’e difficult to execute in backward 

than in advanced countries It requires a strong, 

competent and incorrupt administration (which) 

is just what no backward country possesses the 

first objective of Planners must bo to create an 
administrative machine that can do the work of 
Planning: to train young men academically and in 
tliC’ tusks of adrninisti’ation and to weed out merci- 
lessly tlie incompetent, and the coi’rupt. And, 
serrjndiv. in the meantime, no administration 
sboukl be loaded witli tasks more numerous or more 
dclk ate than it can handle: the quality and forms 
of niannlne: should be limited strictly within the 
capacity of the machine'’.'" 

We have noihmg t :) add to tnesc observations. We shall end 
by saying lh.ut whik' in the Jong run the country should be 
able to resolve this dilemma arising out of the urgency of 
planned development and the short-comings in the adminis- 
trative machinery, in the short-period it will be forced, by 
these very limitations, to regulate the pace and the direction 
of advance and to keep it within the limits set by the 
capacity of the available administrative machinery. In 
other words, the Governments will have to concentrate in 
the earlier years on the most essential tasks, including in 
this the “creation of an administrative machine that can 
do the work of Planning’b 


The rrinciples of Economic Planning — W. A. Lewis (y)ages 121-122). 



BOOK IV 

FISCAL POLICY AND INDHSTIIIAL DEVELOPMENT 

In this Book we propose to examine the principles that 
should underlie India's future fiscal policy against the 
background of the pattern of economic development that 
we have attempted to outline in the previous Book. In our 
Statement of the Fundamental Objectives of Economic 
Policy in Chapter 11, we indicated the role that we visualiz- 
ed for tariff protection, in the planned development of 
India's economy. The principles of. fiscal policy that we 
shall endeavour to outline in the Cliapters that follow will 
be related to this role. In the first Chapter of this Book 
an attempt w'ill be made to analyse the principles that 
should be follovred in the application of prolective policy to 
particulai’ iiidustries. In the next Chapter the forms and 
methods of protection, including some probhrms of tariff 
making will be discussed. In tlie last Cliapter, the social 
aspects of protectirar i.c... the relation of protected industries 
to the community will be examined. The machinery needed 
for the implementation of a protective policy will be left 
over for discussion to a later Section of our Report. 
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CHAPTER XII 

PRINCIPLES OF PROTECTION 

Section A 

The neiv Concept of Protection 

^ 158. Tlie case for protection 1o Indian industries no 

The Problem ^ 

longer requii'es to be argued from the first principles. Its 
use as an instrument of industrial development is so 
widely recognized that discussions on the subject now no 
longer tuin on the old theme of Protection verims Free 
Trade, but on practical issues of protectionist policy to some 
of which we shall refer in this Chapter. These problems 
include consideration of: — 

(a) first, tlie role of tariti's in tlie context of a planned 
development of the country's industrial resou]*ccs; 

(b) secondly, ihe principles of selection to be applied 
to industries seeking protection or assistance; 

(c) thirdly, the principle's which will determine the 
scope and limits of pi'otection: 

(d) lastly, the forms and methods of pi'oleclion 
applicable to parlieular cases and the technique 
of tarilf making. 

In the present Chapter, we shall deal wiih the hist three 
probleins. leaving the fourth to be examined in the follow- 
ing Chapteia along with othei- problems relating to the 
mechanics of protect ionisni. 

159. As we have said before, ihe old conception of pro- 
tection as an alternative of commercial policy lias long 
given way to a more pragmatic approach. Tariff protec- 
tion is now looked upon prdmarily as a means to an end 
—as one of ihe instrumenls of policy winch the State must 
employ to further the e'conomic devf^loprnent of a country. 
The protection of industries should be related to an over- 
all plan of economic deveicqsment : otherwise there may be 
unequal distribution of burdens and an un-coordinated 
growth of industries. However until such a plan has been 
approved protection to industries should continue to be 
granted on the principles we recommend in paragraph 161 
and succeeding paragraphs. 
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160. As we saw in Chapter IV the princijjies of protec- 
tion that now hold the field are those laid d::)wn in tlie 
Government oi India Resolution of 1945 in whicli live 
interiin Tarill Ploard was set up. Fni’ iIk' sake cc)rvvv''n.j- 
ence. \ve rei^roduce tlu^se principles below; -- 


(1) Inct il t industry) is estaolished and c(jnducicd on 
business lines; and 

(2.< ;'a) iliat haviny teiyn'ci to m-reara! nab* 
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Us actua* (.r proi^abls- cost li is Ihiel'S within a 
lease iabie tini(\ to (ievc'ioi) sLuh’ric'm | (o )}(■ able 
to c'u ry on si'ccessRdty wiiiioui, protection or State 
assist a n,co, or 
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V. o .- iiail now p.(oc. '(‘tl to set out tile criteria which 
shoe id he .epjjiied ir; coni-adenng airplicationr of iiidusti f. s 
tor protection or aKsiriancc. 

'A'c fiist deal witii industi-ies included in approved 

plans. Such industr!e.s may be .grouped under the follow- 
ing classes : — 

(i) Defence and other strategic industries 
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(ii) Basic and key industries 


(iii) Other industries 
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In regard to the fi7\^t category inz., Defence and other 
strategic industries, they should be established and main- 
tained whatever the cost may be, on national considera- 
tions and such protection and other forms of assistance as 
may be needed should be given to them. Secoruily, key 
and basic industries — these will apply for protection or 
other forms of State assistance and the fact of their inclu- 
sion in national plans will itself be justification for the 
grant of prelection and other forms of assistance that may 
be needed for thenr dovclcpment. In regard to these 
industries the Tarili Autliority will decide the foian of pro- 
tection and the quantum ihereof and vvill (i) lay down 
terms and conditions for tlic grant of protection or assist- 
ance and (ii) I'eview from time to time the extent to winch 
these conditions have been or are being complud wilii 
the industries; in otht'r words, tliey will be subject to the 
same scrutiny that TarilT Authority will exeixase generally 
over all industries applying for protection. As regards the 
third category, these will fall into the follownng classes: — 

(i) industries for the development of which the 
plan gives high priority; 

(ii) industries which are complementary or ancillary 
to basic and key industries in the planned sectors; 

(ill) other industries. In regard to this category, we 
suggest that the criteria to be applied should be as 
follows: — 


“Having regard to the economic advantages enjoy- 
ed by the industry or available to it and its 
actual or probable cost of production, it is 
likely within a reasonable time to develop suffi- 
ciently to be able to carry on successfully with- 
out protection or assistance 

and/or 

jt is an industry to which it is desirable in 
the national interest to grant protection or 
assistance and having regard to the direct and 
indirect advantages, the probable cost of such 
protection or assistance to the community is not 
excessive/’ 

Further, where an industry is included in an approved 
plan subject to conditions laid down by the Planning 
Authority and protection is applied for by the industry it 
sliould be open to the Tariff Board to consider whether 
.ar»v ^^laxation in the condition should be recommended. 
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As regards industries which are not included in 
approved plans, the Tariff Authority should examine the 
claim tor protection on the ci'iiena set out above and 
submit its recoramendations to the Government. 

Where no approved plan exists, the ponlion 
be as follows: — 

(i) Defence and other stratc^gic industries should be 
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Secjuon B 

Some Specific Issues of Protectiouist Policy 

162. Having examined the principles on which indus- 
tries should be selected for the grant of protection or 
assistance, W’e proceed to analyse some speeiffc issues of 
protectionist policy which were brought to our notice 
during our enquiry. 

163. Should mailability of raiv materials he a condition Availability 
of protection ^ — It will be recalled that in tlie triple formula rial 
which the Fiscal Commission of 1921-22 had prescribed 

for the grant of protection to an industry, it was suggested 
that an industry asking for protection should be one 
possessing natural advantages, ''such as an abundant 
supply of raw material, etc.” No portion of the formula 
has been so widely criticised as this. It is clear from the 
phrasing of Sub-paragraph (i) of paragraph 97 of the Fiscal 
Commission’s Report that it used the phrase more as an 
illustration of the type of natural advantages that an in- 
dustry should possess than as a rigid pre-requisite of the 
grant of protection. In actual practice also past Tarif? 

Boards did not apply this strictly. Thus in the first Hep .au 
on the Paper Industry, the Tariff Board recommended tlie 
grant of protection mainly on the ground that a local rav. 
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material, viz, bamboo could be developed if the paper 
industry could be protected against foreign competition. 
Similarly, in the case of the Match Industry, the Tariff 
Board recommended pi’otection although the industry had 
to depend largely on importt'd aspan and almost wholly 
on imported chemicals. We hare no hesitation in saying 
that local availability of raw materials sh<;)uld viol be a 
condition for the giimt of pivdc'ctuvn if the industry 
possesss's other economic advantagos cjj.. internal market, 
availabiiily of labour cdc. 

1()4. Should poieuual export mxirket {in addition to the 
home niarh.et) be taken as an indicaior of c()rnparalvvc 
adne i: Uipe'- - -Thr Fiscal Commission of 1921-22 mentioned 
a large '‘home market" as an illust ration of tlie corripa ra- 
ti ve advantages that an industry might enjoy. The irn- 
jjorl.:m(‘o of liic Irrne rnai'kiM arises i'roni t!ie scale of 
larodnciion that o' nermits. for lliss delermliHxi tiw' ievel 
ol cvisls in tin? dnhmivw. If Ide indinds"^' ea:i cssnij: '.v;, u 
a foreign inar!'n;y ;is soak- 'd:' ])rodu tior, i yoex- 

aod irs ertsf ; ss’d (iroriois iorsateiy fan. ..r* werdd 

tlierc'tore se-r-m vo b-,' legilinirde to tala- inti sS a. 

i.aa; ,.o: ,i ' •go,:, ■"e' :s- ord<'r ie d' fr'riniiK’ [tie cornpa.ra- 

js:!. da/ ; •■’arc f oci ol'ilU/u or es e-d'' ds'y -e DH-pf: 

khp ndio' a •>:’ 'C'- '’noms/k' demand be laid (pnen. as ani- 

dgd-' e: Si'. j .., bo gy AiLiioinki oi'd'Siori iy a nroti.cied 

iiideslrv s!;sadci os' .nao! tually af}k- to eeueiy t^i;' needs of 
tile entire dsna.;sl;c 'narKet, tins sk'Hiid m:.. be !aK,i down 
as :s -‘f’odi 5 ;t-vr i]?'' fgw.ro of ’fn-')'‘evitn‘o; 'o-p vp -| n.’. 
peri'- ri o \'Mok' s.i*nii''S i'(>r rla-: TardV A Lii Oiio'i :■ v to c(>vasi(:]er 
the [)ottmi lah 1 K'S (rl' iJje industry for expansion so as to 
cover a sizeable portion of the internal market within a 
reasonable lime. 

166. Hoiv skonld an. industry which produces the raw 
materials or stores of other industries be protected? — The 
observations of the Fiscal Commission (1921-22) in para- 
graph 99 of ..its Report merit careful study. Many witness- 
es brought this problem to our notice and complained of 
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the inci easing burden that was being imposed on some of 
the major industries in this country on account of the 
grant of protection to industries which produced the raw- 
materials or stores used by the former. It was argued that 
this was an additional handicap on the competitive effici- 
ency of some Indian industries. Wc were told that the 
problem was particularly serious in some of our export 
industries which had to depend on high-priced indigenous 
raw-materials and stores manufactured in the country on 
account of import restrictions. Thus a well-known co.’ton 
textile firm of South India wrote to us early in January 
1950 as follows: — 

‘'According to a recent circular issued by the 
Commerce Department (Chief Controller of 
Imports), Caustic Soda may be imported, provided 
the c.ii. value does not exceed Rs. 380 per ton. 
The maximum price at which it can be sold by 
importers is Rs. 640 per ton. The difference repre- 
sents Customs Duty and importers profit. 

If we had to buy from importers, this difference of 
Rs. 260 per ton would mean on our annual con- 
sumption of about 1440 tons Rs. 3,75,000 or approxi- 
mately 2 %' on our selling prices. 

The duty alone even if we imported direct is 

Rs. 2,25,000 per annum. 

The above is only one of the many impositions on 
the costs of the textile industry and it is quite 
clear that if the industry is to fulfil its role of a 
major exporter. Government must see to it that it 
gets its raw-materials and stores at prices as nearly 
as possible comparable to those being paid by its 
competitors in Lancashire, Japan and elsewhere. 
Unless that is done, the export trade in the textiles 
must inevitably languish. 

This is but one of many items both of chemicals, 
dyes, and textile stores and accessories.” 

167. The complaints made in the above letter raise two 
different issues. One is the problem of assisting the major 
industries with supplies of raw-materials, stores, etc., at 
competitive rates and the other is the problem created by 
the protection of the indigenous industries manufacturing 
these raw-materials, stores etc. We received a good deal 
of evidence on both these issues. The difficulties of some 
of our major industries in obtaining supplies of raw-mate- 
rials and stores at competitive rates are well-known; they 
iDMofC I 
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arise from various causes e.g., high import duties (as im 
the case of Egyptian cotton), high control 
cultural raw-materials, heavy royalties on oies, comp 
lively high cost of power and transport (as in the case of 
aluminium and caustic soda which consume large blocks 
of power). These comparatively high costs and ’ 
sarily alfect the competitive position ot some Induu 
industries— particularly those that cater ' 

markets We have dealt with some of these problems in 
t.; nexi Book of tins Report. In this Chapter, we are 
concerned only with the elfect of protection gi anted . 
the industries manufacturing raw-materials and stores 
ihe otlier Indian industries which use them. 

168. No general inanc'iples can be laid down lor dealing 
with this problem, and every case will have to be examineu 
on its merits. Bi'oadly speaking, however, m so lav as ttic 
other indudnes whicli consume raw-matenals. stores, etc 
of the protected industries are themselves a No protected, 

■ compensatory protection'’ in addition to tlie protection 
already gra.ded io the former mniht counter-act ihe addi- 
tional disadvantage imposed on them by reason of the 
nrou'ction granted to the indigenous industries manufactur- 
urg ' i-aw-matenals. stores, etc. Similai compensation 
caniiot. liowever, be made available to the other .ndustiies 
,f they are not protected. One solution would be to 
■■protect’’ the industries producing raw-materials o> 
bv means of subsidies rather than tariRs, The t.vpe o 
'■compensatory action” that will be needed m- a particular 
case will depend on — 


(a) the nature ot the raw-materials or stores: 
produced: 

(b) the nature of the additional burden likely to 
be imposed on the industries using the raw- 
materials or stores; 


(c) the proportion that the cost of raw'-matei ial or 
stores bears to the total cost of manufacture ot 
the finished products; 

(d) the nature of the demand for the finished pio- 
duct; and 


(e) other connected considerations. 

The most suitable method can be worked out only by a 
careful analysis of these relevant factors and after the 
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Pariff Authority has had an opportunity ot hearing the 
different interests concerned. 

169, Should a neiv or ernbryonic industry recewe protec- 
tion? Many witnesses raised this issue before us and con- 
tended that there was no good reason why protect ion 
should be withheld from an industry till it had estabiislied 
itself. We art' inclined to agree that in principle ii is 
diihcult to d is t ! ng u isl .1 bcivv'c'en tlie claims ol an inOiisiry 
which asks tor protectio.i aftto’ it has been estaol isirnd 
and another which seeks proteciicai just bc^fou' its estab- 
lishment. Phe probltrn js not, (me (»i erinciple tm l nj 
practice. As the Fiscal Commission of lt)2h-2d poin; . d 
out- 
fit applications for larih assislance ai'c (‘otei'lajrK'd 

on behalf of induslritr-;, \vlneli fuivt; nut vw Cv)ni( 
into existence, and the Taritl Bcarrd has c^ sisidv r 
not facts but the anti(‘hsati:.'ns of (^''omoters, it will 
be a task of great diinculty to ma! c- a s-. iection 
w ill) any ri/asonabfe assui'ance of siicv' 
Ihirtl'ie!’ m a’lsence of any r', ’iabie "is'Ss in 
regard to the cost of production ii would be a 
matter of great dihicuily to determine a reason-. 
able rate of |)roi(a*tioir '. 

These difriculties are ixmI but must be faci'd in any 
policy of planned deveiopment of Indian industries. If 
tariffs are to play a part in such planning, tVieir usi' can 
liardly bo ruled out merely because it is difhcuJl 
assess the anticipations of tlic^ promot(us or to asraatain 
the probale costs of production. The need for an assur- 
ance of protection prior to actual establishment is parti- 
cularly strong in those industries which rcquin; heav\' 
capital outlay or involve a high degree of specialization 
in personnel and plant equipment and are likely to be 
subjected to intense competition from well organized and 
established producers abroad. In such cases, we suggesl 
that the Tariff Authority should be asked to examine ihe 
facts and estimates relating to the industry and the nalure 
of foreign competition that it is likely to encounter, and 
then advise Government as to the protection or assistance 
needed by the industry in the light of the conditions w hich 
we have suggested in para. 161 above. 

170. There are two other questions wdiich were brouglP 
to our notice and to which we shall briefly refer — 
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(i) the problem of agricultural protection and 
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Internal 
Taxation 
and Protec- 
tion 


(ii) the etfects of internal taxatio/i'. policy on the 
implementation of protective measures. 

The first issue has been raised before us by the Ministry 
of Agriculture. Its memorandum refers to arecanut, jute 
and cotton. As regards ai'ecanut it is pointed out that 
the present import duty has a protective etlect: that its 
reduction or withdrawal will seriously affect the Indian 
grower as he will be unable to face foreign competition: 
and that the arecanut industry affords employment to large 
numbers of people. As regards cotton and jute, special 
steps are being taken to extend areas under these crops 
and the memorandum urges that these growers should 
receive protection until at least they have consolidated 
their position by improvements in agricultural methods 
and in other ways. We have given this question much 
thought and recommend that, if national interests require 
the grant of such protection, the following considerations 
.should be borne in mind : — 

(i) the number of commodities should be kept as 
small as possible; 

(ii) the principle of selection should be — 

(a) the relative importance of the agricultural raw- 
materials, and 

(b) the volume of employment that they offer; 

(iii) protection should be on an interim basis limited 
to short periods — never more than five years at a 
time; 

(iv) a programme of agricultural improvement must 
accompany the scheme of protection and form an 
integral part of it; 

(v) it should be the special responsibility of the 
Tariff Authority to report to Government annually 
on the progress of technological improvements in 
the production of these commodities. 

171. Many witnesses have drawn our attention to the 
taxation imposed on protected articles by the Central Gov- 
ernment and States. These fall under the following 
classes : — 

(i) Central excises; 

(ii) Sales taxes by States; 

(iii) Cesses for research and other puipose^' by 
States; 

(iv) Fixation of prices of raw-materials by State 
legislatures. 
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Central excises arc imposed largely on revenue consi- 
derations i.e., to meet budget deficits. Whenever these are 
imposed, the protective duties are increased proportionately 
and so the actual extent of protection enjoyed by the 
industry is not reduced in any manner. Their effect is, 
howevei'. to raise the cost to the consumer of the protected 
commodity. On broad grounds, the levy of sucli excises 
is inadvisable and they should be resorted to only where 
they are needed for budgetary purposes and no alternative 
sources equally suitable are available. 

We found a large volume of complaint against sales 
taxes levied by States: these were often uncoordinated and 
affected different areas in different ways; also a State by 
its law levying such a tax could aff'ect consumers outside 
its own area. Most of these defects have been removed 
under the new Constitution. Article 286(1) prohibits the 
imposition of such taxes — 

(i) where sale or purchase takes place outside the 
State — the test being where the goods have actually 
been delivered as a direct result of such sale or 
purchase for the purpose of consumption in that 
State, and 

(ii) on import of goods into or export of goods out 
of the territory of India. 

Also under Article 286(3) the Parliament has the power 
by law to declare goods “to be essential for the life of 
the community" and no State law authorising sales tax on 
such goods shall have effect unless it has been reserved 
for the consideration of the President and has received 
his assent. These provisions regulating sales taxes by 
States meet most of the points raised before us. 

The levy of cesses for promoting research is unobjec- 
tionable so long as the rates are moderate and the whole 
of the tax is actually spent on research and not diverted 
to other purposes. 

Our attention has also been drawn to legislation fixing 
prices of raw-materials by State legislatures. The parti- 
cular instance mentioned before us was the fixation of 
sugarcane prices by different State legislatures on varying 
bases. To avoid such legitimate complaints, we consider 
that the Central Government should fix the prices of raw- 
materials of protected industries by Central legislation, 
whenever such price fixation becomes necessary. This is 
possible as, under the Constitution, “price control” is a 
concurrent subject. 



CHAPTER XIII 

FORMS AND METHODS OF PROTECTION 

Section A 

Forms of Protection 

172. We shall now examine brieliy some problems con- 
nected with the mechanics of protectionism — the forms of 
piotection applicable to particular cases, and the methods 
tliat the Tariff Authority should follow in determining the 
quantum and period of protection. 

Tariffs The levy of import duties — specific or ad valorem 

has been one of the time-honoured methods of granting pro- 
tection to domestic industries against competition. 

In Appendix VI we include a summary of the Indian 
Customs Tariff indicating its present structure. The 
summary shows the standard and preferential rates and 
also the revenue and protective duties together with the 
items on w^hich tariff concessions have been granted or 
received under the terms of the General Agreement on 
Tariff's and Trade. Out of about 500 items in the Import 
Tariff Schedule of India, 62 are free items, 35 carry specific 
duties and another 52 carry ad valorem duties wdth alter- 
native specific duties or ad ?xi/.orem duties in addition to 
specific duties. It may be of interest to mention that pro- 
tective duties cover only 69 items of the Tariff. The 
remaining items numbering about 350 carry ad valorem 
duties. Of these, 39 items include articles which are 
assessed on the basis of their tariff values. Tariff values 
are normally based on the averages of the monthly market 
prices (excluding duty) during the 12 months ending 
September, as reported by the Collectors of Customs, 
w^eighted by the relative importance of the trade in each 
particular article at each of the main ports, and modified 
where necessary in the light of the proposals received by 
the Collectors of Customs, or on the strength of the docu- 
mentary or other evidence produced by the trade or in 
consideration of the future trend of prices. There are 
about 120 tariff valued articles in the Indian Customs 
Tariff. The number is apparently small in comparison with 
the total number of commodities assessable on the ad 
valorem basis. New tariff value heads are introduced 

164 
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into the Indian Customs Tariff after due consideration of 
the following points inz.. (1) imports of the articles con- 
^cerned are sufficiently large or significant, (2) their market 
prices are easily ascertainable and do not fluctuate widely, 
and (3) there are not too many varieties of the articles in 
question and the differences between the prices of those 
varieties are not too great. It will be seen that ad 7Hilorem 
duties still occupy a predominant place in the Indian 
Customs Tariff and although the Fiscal Commission of 
1921-22 had recommended that the system of specific 
duties and tariff valuations" might be extended cautiously, 
progress in this direction has been ratlier slow. It may be 
of interest to mention that of the 500 items in the Indian 
Customs Tariff', protective duties cover only 69 items. 

The relative merits and drawbacks of the system of 
ad valorem and specific duties and tariff' valuations m 
Indian conditions were discussed at considerable length 
in Chapter XIV of the Report of the Indian Fiscal Corn- 
iriission of 1921-22. It is unnecessary for us to go over 
the same ground again, except to point out that under 
existing conditions of world production and ti'ade, and the 
uncertainties that attend on them in the short period, 
the system of ad valorem duties would seem to offer the 
best guarantee of protection to indigenous industries. If 
the prices of imports rise markedly during the currency of 
tariff protection, specific duties will not afford the full 
measure of protection intended by the Legislature: while 
if they fall suddenly the protection may prove to be exces- 
sive. For the same reason, tariff' valuations are also unsuit- 
able in a period of rapidly fluctuating prices. 

174. The choice of a particular form of import duty 
would depend on the following considerations: 

(a) The nature of the Commodity . — A specific duty 
can be imposed in cases where there is little 
variation in the quality of the article or it is pos- 
sible to define the different qualities of an article 
with sufficient accuracy in the trade classifications 
in the import list. Thus it may be impossible to 
impose specific duties on articles like some kinds 
of wearing apparel which have a wide range of 
value per unit. 

(b) The administrative problems imuAved im the 
appraisal of value for Customs purposes . — Where 
the imported ccmrnodity has no competitive market, 
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current wholesale value becomes difficult to ascer- 
tain and customs authorities are forced to rely on 
the alternative method of assessment based on 
landed cost. If the article concerned is subject to 
an ad valorem duty, the latter method may lend 
itself to false invoicing, which it may not be 
always easy to detect. If the rate of the ad valorein 
duty is high, the temptation for evasion increases 
and puts a severe strain on the customs staff. In 
these circumstances, a specific duty may be admin- 
istratively preferable -to an ad valorem duty. 

175. While on this subject of tariffs, we should like to 
commend one suggestion for the consideration of Gov- 
ernment. As is pointed out later one lacuna in the 
present system of protection to Indian industries is the 
absence of an “after-care” organization to provide the faci- 
lities necessary for the rapid development of protected 
industries. In the case of small-scale industries, particu- 
larly of those that were set up during the war and received 
protection under the terms of the assurance conveyed to 
war-time industries, these facilities would need to be pro- 
vided by the Government, sometimes initially at their own 
cost. Apart from the administrative arrangements, finan- 
cial provision on a continuing basis will also be required 
for this developmental work. For this it has been suggest- 
ed that a Development Fund could be created by setting 
aside every year a portion of the revenue collections from 
protective tariffs. With such a Fund subsidies in lieu of 
or in additicn to protective tariffs can be given more freely 
than is possible under the budgetary conditions of the pre- 
sent. In the section of this Chapter dealing with subsidies, 
this suggestion is further considered.'^' 

The economic advantages of subsidies as distinct from 
tariffs are recognised, but in practice the former occupies 
a comparatively minor role in the system of protection in 


*Iri this coiin«vtion, thn following oxtmets from tho Roj)orl of tho Infor- 
mal Committee on the Australian Tariff may bo road with intorost : “We 
siiggosl as a. further objective (of tariff ])olioy) tha,t all revornie derived from 
protection should be allociated to tlje proto(d;ive purjjoses intended and 
that it- should 1)0 used for bounties and not for ordinary (lovernment expendi- 
ture.,.. We realise the practical dilfici dries. ... but if tlie proposals are 
sound it is always j)ossible to work towards them... For example it is imme- 
diately possible to establish the principle that bounties are the most econo- 
mical method of givmg ijrotection, and we suggest that a trust fund should 
be established os a matter of policy. At least some of the revenue derived! 
from protection could be <li verted to this Fund (pp. 108-109). 
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this and many other countries, largely because of adminis- 
trative and political difficulties. A Development Fund will 
remove some of these difficulties and enable a consistent 
and continuing policy to be pursued from year to year. 

176. Next to tarifl’s, quantitative restriction at present 
figures prominently in the armoury of protection m many 
countries. It is argued by ardent protectionists that unfore- 
seen changes in prices and costs, both at home and abroad 
— so common in the disturbed conditions of the present — 
affect the effectiveness of tariffs and thereby fail to inspire 
confidence in the minds of the domestic producers. Gov- 
ernments, therefore, I'esort to quantitative restriction of 
imports which lays down in advance the maximum quanti- 
ties of imports that may be permitted in a period of time. 
Theoretically, it is possible to fix a particular- rate of duty 
that would ensure the flow of that amount of impoits 
which it is desired to obtain through quantitative restric- 
tions, but owing to the unpredictable factors mentioned 
above, this duty would need periodical revision. Both 
quantitative restrictions and tariff's result in an inci’ease of 
prices follownng from a limitation of supplies. In the 
case of the latter the profits from such increase accrue part- 
ly to the Government of the country imposing the tariffs 
and in the case of the former they do not. In a regime 
of quantitative restrictions, there is always the fear that 
the domestic consumer may be exploited by monopoly 
organizations— either of foreign suppliers or of domestic 
producers. 

An important objection to quantitative restrictions is that 
they sever the connection between the price levels of the 
home country and the outside world. Under tariffs, 
price systems at home and abroad remain in contact and 
tend to move in the same direction. A given adjustment 
in the balance of payments in a regime of tariffs is. there- 
fore, likely to involve less price fluctuations than a similar 
adjustment in a regime of quantitative restrictions. Indeed 
the rigid fixation of the quantities of imports introduces an 
element of rigidity in the balance of payments — the more 
the number of goods subjected to such restrictions, the 
more difficult it is to make the necessary adjustments in 
the balance of payments. This is one reason why quanti- 
tative restrictions tend to increase Government interference 
in foreign trade. 


Quantitative 

RestriotiorU' 
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The use of quantitative restrictions requires the prescrip- 
tion of quotas for particular exporting countries and for 
particular importing firms. This is necessary as the use 
of global quotas — that is, the mere fixation of the total 
amount permitted to be imported in a defined period with- 
out reference to the sources of imports — prejudices the 
relatively more distant exporters and tends to impart an 
undesirable seasonality to the flow of imports. The laying 
down of quotas for individual exporting countries will open 
the door wide for discrimination even if quotas are fixed 
with reference to particular base years considered as 
normal. International customs conventions have so far 
failed to devise satisfactory yard-slicks by which to decide 
whether paiticular quota allotments conform to the Most- 
Favoured-Nation clause oi- not. Actually in the inter-war 
years quotas were widely resorted to as an escape from 
the nori-discriminatory implications of this clause. The 
discriminatory potentialities of quotas are considerable and 
need to be pai’ticularly emphasised in view of the fact 
that any country practising quantitative restrictions is like- 
ly to invite retaliation from aggric'ved foreign countries. 

177. Foi' all these reasons we recommend that for pur- 
poses of protection to domestic industries, in normal cases, 
quantitative re^strictions should be used sparingly. Tempo- 
rary quantitative restrictions would, however, be justified 
for abnormal imports. In a later Chapter we shall have 
occasion to discuss the subject again in the light of the pro- 
visions of the Havana Charter but our conclusion on the 
suitability of quantitative restrictions as a form of protec- 
tion is based on general grounds rather than on the pro- 
visions of the Charter. 

The attitude we have described above has been reflected 
in recent recommendations of the Tariff Board. Generally 
speaking the Board has recommended quantitative restric- 
tions on imports of the following forms: 

(a) Imports to be permitted to meet only tne 
special requirements of consumers (e.g. small 
tools, alloy tov^l and special steels); 

*(^f. the viowf} IVofoKRor Hiiborlor : 

“rUeii uTidor t lu' jiiost (lisK'riTniiKi.lory form of tariff sucb as triple docker 
fighting tariff, no snch dogrw of or opportunifios for discriminatiotj were 
•po.S8ible if only bocauso (a) thoro was a norm (the mininiimi tariff) toward 
which the rates appli(.‘ubl(‘ to difforont countries teiidod to move and which, 
once attained, assured ecjuality; and (b) tlie nature and extent of the dis- 
crimiuation wore ])ublic knowfodgo arid thus amenable to pul)lic sanction, 
wliile tlie bases of t he apportionment of (piota.s (and eonsequently tangible 
evidence of di8(rrimimition) can be, and in fact often have been concealed.” 

Quantitative Trade Control- J^eagne of Nations (1948), page 26. 
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(b) Imports to be stopped for a specified period (e.g. 
grinding wheels and soda ash); 

(c) Imports to be permitted on condition that the 
importer, or the consumer directiy importing the 
article, purchases a certain quantity or number of 
the corresponding indigenous article in specified 
proportions (e.g. two tons of indigenous ferro- 
silicon for every ton imported; an equal number 
of indigenous plywood lea-chests for the number 
imported); or 

(d) Imports to be allowed to meet such portions of 
the domestic demand as are in excess of the indi- 
genous production. 

178. Quantitative restrictions and tarilTs both increase nubskliee 
prices to the consumer. Thei’e are methods by which such 
increase can be either partly or wholly avoided. A subsidy 
is one such method. Instead of raising the price of the 
imp'^rted commodity to the level of the fair selling price 
of the domestic product through a protective duty, Govern- 
ment may choose to reimburse the domestic producer 
through a subsidy for any loss that he may sustain by 
having to sell his product at the landed cost of imports. As 
a general rule subsidies would be preferable to tariff pro- 
tection in the following cases: — 

(i) when domestic production meets only a small 
fraction of domestic demand; 

(ii) when the commodities concerned are essential 
raw materials or adjuncts of production; 

(iii) when the manufacture of certain quantities or 
grades of a commodity produced in the country 
needs protection, but it is difficult for purposes of a 
levy of import duty to distinguish these grades or 
qualities from others against which no protection 
is needed. 

It is possible to reduce the burden on the exchequer by 
combining subsidy with a low protective duty. The rate of 
the protective duty should be so fixed and regulated from 
time to time that its yield is sufficient to cover the subsidy. 

The defects of subsidies are primarily administrative: — 

(i) The payment of subsidies to individual industrial 
undertakings requires careful control over the 
volume and quality of production and utiless the 
administrative staff is of a high order of efficiency, 
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Pooling 


abuse is possible, particularly in industries con- 
sisting of large numbers of constituent firms. 

(ii) As subsidies must come out of the public ex- 
chequer they are considered to be less secure than 
protective tariffs being more directly connected 
than the latter with the budgetary position and 
prospects of a country. 

(iii) Subsidies involve the raising of revenue from 
the general tax-payer. 

The advantages of subsidies are well-known: 

(i) they do not raise prices except through the gene- 
ral influence of taxation; 

i (ii) they require payment only on the goods pro- 
duced locally, while duties require payment on all 
the goods consumed: 

« (iii) they make it easy to discriminate between the 
grades of goods which can be produced at home 
and those which cannot be and to leave the latter 
free from taxation; 

(iv) their cost is definitely known and felt. 

Our suggestion for the creation of a Development Fund 
IS intended to obviate some of these difficulties and to make 
the wider adoption of this form of protection possible. 

According to the I.T.O. Chai’tcr subsidies for the promo- 
tion of economic development, the diversification of in- 
dustry and the protection of national security are not for- 
bidden. 

179. The financial burden that subsidies impose on 
Government may be sometimes reduced by combining 
these suitably with tariffs. The Government may arrange 
to have the imports pooled with the domestic output and 
the aggregate quantity sold at a uniform price, which may 
lie at some point within the range fixed by the fair selling 
price of domestic producers and the landed cost for 
imports. Thus it is possible to limit the increase of price 
above the landed cost to a comparatively low figure if the 
rate of duty on imports is so fixed that the total customs 
receipts are just sufficient, after covering the costs of admi- 
nistration, to reimburse the domestic producers for any loss 
that they may incur by having to sell at the fixed pool 
price. This scheme is prima facie attractive but some 
difficulties may be indicated. Unless the indigenous pro- 
duction of the article is sufficiently centralised, it will be 
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difliciilt to forecast the output for any reasonable period 
in advance. Similar difliculties of forecasting apply also 
to imports. If domestic production or imports do not accord 
with the lorecasts, the rates of import duty and the sub- 
sidy to the domestic producer may have to be periodicallv 
revised and the pool prices changed from timt> to time. 
This may have an upsetting effect on the market and en- 
courage fluctuations. If, however, it is decided to strike a 
balance between the customs receipts and the subsidies to 
be paid to domestic producers over a numbei’ of years 
rather than for each accounting period, the scheme has 
much to commend it particularly in those cases where the 
domestic production constitutes a relatively small per- 
centage of the total consumption of the commodity and 
the gap between the landed cost of the imported commo- 
dity and the fair selling price of the domestic product is 
large. In such cases protection to the domestic producer 
may be ensured by means of subsidies coupled with an im- 
port duty at a much lower over-all cost to the consumer 
than an import duty designed to bridge the gap between 
landed cost and the fair selling price of the domestic com- 
modity. The cost to the consumers will depend upon the 
price diflerential between the imported and the domestic 
product and the relative proportions of the total require- 
ments that may be eventually supplied by imports and 
domestic production. We would, therefore, commend this 
method to the Tarili’ Authority for consideration in cases 
similar to those we have described. A variant of this 
method is the mixing regulation. This was adopted in 
Europe in the inter-war years for protecting indigenous 
agricultural producers from the competition of low price 
foreign imports. It provided that in the case of wheat for 
example, the millers had to use a specified proportion of 
domestic wheat for every unit of flour milled by them. 
The price to the consumer would depend upon the relative 
proportions in which the two wheats would be mixed and 
the relative elasticities of demand and supply at home and 
abroad. 

Both pooling and mixing regulations are, however, 
applicable only to commodities of a highly standardized 
nature. An example of pooling was provided in India’s 
tariff history by the aluminium industry; Government fixed 
the price to the consumer at a figure half-way between the 
landed cost and the fair selling price. The domestic costs 
were nearly twice as much as the imported costs and it was 
considered unjust that the consumer should be called upon 
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Tariff 

Quotas 


to pay the full amount of the diiference. The system was,, 
however, discontinued in 1949. 

180. Under tarifl* quotas, imports up to a certain volume 
are admitted fi’oe of duty but any excess has to bear a 
defined rate of duty. It is diilicult to decide on a priori 
gTounds the particular stage of development of an industry 
at whicli such a scheme would be suitable. In certain cases 
whe^re the initial capacity of the industry to suppl^^ the 
requirernenls is low, (lie tarifl quota assures to tlie con- 
sumer the availabilily of suriicient supplies. It also puts a 
prernjuni on eiiiccency and rapid progress, thereby guarding 
against tlte formation of local monopolies to exploit a situ- 
ation where' Imports are rigidly I'estrictcd by quantitative 
restrictions. 

181. We have considered most of tVie important methods 
ot protection and State assistance to industries. There are 
a tew others fallirii.t under the category of "administrative 
protection'’ which will be discussed in Section C of this 
Cha|.ger. It is not possible to pass judgment on any one 
of these mct'ioris in the abstract. Every industry that 
claims Droleetion has its own peculiar problems that de- 
mand solution on their meiits. Most of these industries 
will be unable to supply an appreciable fraction of the 
internal requirements during an initial period. Some of 
them migiit. for technological reasons, be highly centra- 
lised and organised. Others may bq scattered all over the 
country, with wide divergences in the conditions and costs 
of production. There will yet be other cases in which it will 
be relatively easy to estimate in advance both the local 
requirements and the probable output. Lastly, in a 
country with limited financial resources, the over-riding 
consideration will be the financial aspect. It is after con- 
sidering all these factors that the Tariff Authority will have 
to decide on the methods of protection or assistance to be 
adopted in particular cases. In the above analysis we 
have attempted to indicate in a general way the advantages 
and draw-backs of the different methods available for use. 

Section B 

Quantum oj Protection 

182. In this Section, we propose to discuss some techni- 
cal problems relating to the methods and procedure to be 
followed in tariff-making. The difference between the indi- 
genous cost of production and the landed cost of the im- 
ported article generally measures the quantum of protec- 
tion necessary for me indigenous industiyv The idea 
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underlying the equation of domestic cost with the landed 
cost of imports is to place the indigenous manufacturer on 
a par with tlie importer. This is a sound principle and is 

one also adopted in all countries where protective 
tariffs are in force. In determining the cost of production 
of the indigenous manufacture and the landed cost of im- 
ports various problems arise. These are briefly discussed 
in the following paragraphs. 

183. Regarding the cost of production of the domestic peiomnni 
industry, llie fii'st point to decide is whelhei' it should bc' liie 
cost of tlie most Cincifnii und. tlie marginal unit or Iho 
prcsentative’' unit in the industry. Tariff Boards have 
generally taken into account iliC ^g’epreseniat ive" unit for 
determining “cost’s Tiiere are no objective criteria for 
tlie selection of the “ropresentaiive firm’" in an industi'v. 

The gerna’a] practice is to s(tleci units of average size from 
dilierent centre's. One ddficully in the way of determining 
costs is the inadequacy of basic data relating to costs in 
most of the firms, with the n'sult that in aciiud practice^ 
ih(' niariafacturing units selected for the de termination of 
costs often liappcn to bo those firms which maintain thchr 
c'ost accounts in proper form. The absence of a pi-ouer 
cost inn system in most of the industries has been often com- 
mented upon in many of the Tariff Board reports. In view 
of the imoortance of the maintenance of cost accounts in an 
industry which applies for or receives protection, it if; 
necessary that the Tariff Board should prescribe suitable 
forms for this purpose. Broadly speaking, it may be said 
that the selection of a unit for costing is determined by 
the availability of cost data, the average size of the unit 
and its location. 

The second problem in the determination of cost is the 
selection of representative items of production. For 
example, in an industry like electric motors, the production 
ranges from fractional horse-power motors to 30 hoi'se- 
power ones. To cost each item in the unit would be a 
needlessly elaborate procedure. In such cases the most 
representative item or items should be selected in con- 
sultation with the industry and the cost determined, 

184. The usual practice in India has been to collect cost 
data in three prescribed forms. The first form sets out the 
totai cost of production, the second one gives the unit cost 
of production and the third the estimates of cost for the* 
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next three years. Elements of cost are recorded under the 
following heads: 

1. Materials 

2. Power and Fuel 

3. Labour 

4. Repairs and Maintenance 

5. Consumable Stores 

6. Establishment 

7. Depreciation 

8. Other overheads like insurance, laboratory and 
research, rent, rates and taxes, directors and audi- 
tors’ fees, managing agents’ charges, water lighting 
royalties, advertisement, law charges, medical 
expenses, travelling expenses, general charges. 

9. Packing charges 

10. Selling expenses. 

Credit for materials required is also taken into con- 
sideration. After arriving at a costing in this form, the 
3oard divides the cost sheet into two sections 

(i) works cost, and 

(ii) overheads. 

Under overheads are included interest on working 
capital, depreciation, return on capital and managing 
agents' commission. In fact, from a strictly accounting 
point of view, the Tariff Board’s works cost includes some 
items which should strictly be shown as overheads. The 
items of cost which are included in the works cost as de- 
fined by the Tariff Board are taken from the books of the 
Company. If more than one unit of production is examin- 
ed, the cost of the different units are compared, and after 
discussion with manufacturers a fair cost is arrived at. 

It was pointed out to us by some witnesses that the 
Tariff Board did not always take into account the actual 
expenditure incurred and that its estimate of works cost 
was what it considered to be reasonable. Our enquiries 
disclose that the Tariff Board, at first arrives at a general 
estimate of fair cost after discussion with the manufac- 
turers. Secondly, modifications are made in the estimate 
after the actual expenses incurred in different factories 
have been taken into account. It will be hardly correct 
to allow actual expenses in all cases if it is proved to the 
satisfaction of the Board that some of the expenses are 
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•excessive and can be reduced immediately. We consider 
it desirable that the future Tariff Authority should lav- 
down standardized principles on this subject so that no 
misunderstandings may arise. 

Depreciation is generally allowed on the scales pre- 
scribed foi income tax purposes. Here a point was raised 
before us as to whether depreciation should be calculated on 
tho original value of the block or on the replacement cost. 
This is an issue on which different views have been ex- 
pressed. The point has been discussed in the Tariff Board’s 
reports on cotton yarn and cloth prices and on the fair re- 
tention prices of steel. In the latter report the Board came 
to the following conclusion:-- -“The proposal that depreci- 
ation should be based on replacement cost has been found 
unacceptable even by professional accountants who feel 
that there is an element of uncertainty and arbitrariness in 
such a procedure. Instead, they prefer to base their calcu- 
lations on historical cost both for depreciation on fixed 
■assets and for the valuation of stocks. They also suggest 
that additional sums provided for replacement should be 
regarded as reserves and treated as such in the accounts. 
Moreover, there are other practical difficulties such as the 
possibility that the cost of replacement might occasionally 
fall as also the fact that the replacement does not always 
•or necessarily involve the installation of an identical 
machine’’. We understand that the question is under exa- 
mination by the Government of India and stress the im- 
portance of an early decision. 

Working Capital is calculated on the basis of the turn- 
over and interest on it is allowed after taking into con- 
sideration the money market conditions. Before the War 
fhe rate of interest allowed varied between 5 and 7| per 
-cent. Since 1945 the Tariff Board has been allowing 4 per 
■cent, rate of interest on working capital. 

No uniform practice in respect of managing agents’ com- 
mission appears to have been followed; the practice has 
varied from industry to industry. In the Steel Industry the 
Tariff Board generally allowed Rs. 10 lakhs a year as 
managing agents’ commission and office expenses. In 
the case of the Paper Industry, the commission allowed was 
10 per cent, of the profits before depreciation. In the Sugar 
Industry per cent, on profits was allowed. In the Textile 
Industry an allowance of 10 per cent, on the profits was 
allowed. Since 1945 the Tariff Board has not been allowing 
managing agents’ commission separately. Instead, it 
asMofc 


Depreciation 

Allowance 


Managing 

Agents’ 
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allows a 10 per cent, return on block value which according 
to it should be sufficient both for a reasonable dividend 
and for adequate remuneration of the managing agents. 
We suggest that a standardized practice might be evolved 
by the future Tariff Authority in consultation with all in- 
terests in the industry concerned. 

Return on The return allowed on capital has also varied from 

CupltBl industry to industry. In the Steel 

Industry 8 per cent, on the value of the block was given. 
In the case of the Papdr Industry in 1938 the return allowed 
was 6 per cent. In the case of the Sugar Industry a return 
of 10 per cent, on block was allowed and in the Cotton 
Textile Industry 8 per cent, and 6 per cent, were allowed 
on block in 1932 and 1936 respectively. As mentioned 
earlier, the present Tariff Board allows a return of 10 per 
cent, on block which includes an allowance for managing 
agents’ commission. 

(a) In determining the return on capital it has been 
debated whether it should be on the capital employed or on 
the value of the original block. This is another question 
that would require careful consideration by the Tariff 
Board in the near future. Some recent legislation on this 
subject in this country and abroad might offer valuable 
guidance on this subject.* *We suggest that the future 
Tariff Authority should initiate detailed studies on this sub- 
ject as soon as it is in a position to do so. These studies 
will not only help to standardize the practice of the Tariff 
Authority but also throw light on this difficult problem 
which will more and more engage the attention of Govern- 
ment as its role in industrial management and administra- 
tion increases. 

(b) Another problem that arises is the valuation of the 
block itself. In some cases it is difficult to determine the 
value of the block, which is employed to a particular pro- 
duct when the plant and machinery employed form part of 
a larger unit of production. For example, in the case of 
alloy tool and special steel industry it was not possible 
separately to allocate working capital or fixed capital to the 
production of these articles as it formed part of the works 
at Jamshedpur which produced many other items. In this- 


*Cf : the provisions of the Sixth Schedule to the Electricity (Supply) 
Act 1948— a piece of pioneer legislation on Electricity Supply Industry in. 
this'eountry which attempted to draw up a standard financial code for this 
Industry, 
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case the Tariff Board allowed 10 per cent, on the cost oi 
production to cover interest on working capital, a fair re- 
turn on capital and the managing agents’ commission. 

(c) A different problem arose in the case of the Alumi- 
nium Industry. Commenting on it the Board observed: 

‘‘The usual practice followed by the Board is to allow 4 per 
cent, interest on working capital and 10 per cent, profit on 
the block. If the interest and profit had been calculated on 
this basis in the present case, they would have amounted 
roughly to Rs. 700/- per ton, which is quite out of propor- 
tion not only to the cost of production but also to the price 
of imported aluminium. The block in the case of the 
Company is Rs. 151/- lakhs and the working capital is esti- 
mated roughly at Rs. 25 lakhs equal to six months’ turn- 
over. The profit which we have allowed, viz,, 10 per cent, 
on cost, represents 2^ per cent, on the block and working 
capital put together. This may appear to be somewhat 
low, but it has to be remembered that for a concern like 
this the block is very high and the usual return of 10 per 
cent, on block cannot, in the circumstances, be accepted 
particularly at a time when the industry is struggling to 
make both ends meet and is claiming a subsidy to be able 
to withstand competition from abroad. A particular 
reason why a full return on the entire block capital forms 
such a high proportion of the cost of production per unit 
lies in the present small output of the producing concerns 
relatively to their productive capacity. If and when the 
full rated production of the two concerns is attained, the 
disparity in results between the two bases of reckoning 
profits will not be so considerable.” 

The entire subject of return on capital in protected in- 
dustries and valuation of the capital employed or the 
block on which such return is to be allowed should be 
subjected to detailed investigation by the Tariff Authority. 

We need not add that the return on capital should be fair. 

185. Regarding the determination of the c.i.f. value the Determm*.- 
present practice is to collect the information from importers tion of c.U 
and Collectors of Customs. In a few cases the Tariff Board 
has tried to collect information regarding prices from the 
principal competing countries through the Trade Commis- 
sioners. When the Tariff Board is reconstituted as recom- 
mended by us, that authority should organise a regular 
system of obtaining such information through the Trade 
Commissioners. 
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After all the relevant information has been collected the 
Board usually takes the current lowest price as the re- 
presentative foreign price with which domestic costs 
should be equated. One difficulty that has been encounter- 
ed in comparing landed costs with the cost of indigenous 
products is the problem of quality. In cases like paper and 
cotton textiles it has been said that quality for quality 
there is no real comparison between the indigenous pro- 
duct and the imported article. Besides, an element o 
preiudicc has been often noticed in the minds of con- 
sumers against the indigenous products. We received a 
good deal of evidence on this latter point in the course o 
our investigation. While we recognize that the fact of pre^ 
iudice can be exaggerated and it is necessary to guar 
against the use of this argument as a cloak for the main- 
tenance of inefficiency and inferior standards, we 
that where such prejudice is established, the Tan 
Authority should add an appropriate margin to the quan- 
tum of protection proposed for the industry. We under- 
stand that in practice the Tariff Board allows a margin for 


this purpose. 

186. It is difficult to generalize on this subject. The 
period of protection will depend upon the naWre of ^ in- 
dustrv and the nature of competition from abroad that it 
has to face If protection is for developmental purposes a 
longer period may be needed than for cases of protection to 
meet temporary disadvantages. In assessing the period o. 
protection it is necessary to find out the handicaps from 
which the industry suffers and then to calculate the period 
of time needed to overcome those difficulties. It may happen 
that during the period of protection when the industry is 
trying to remove the handicaps, new technological develop- 
ments in other countries may create fresh problems for it. 
It is therefore, necessary to take into consideration pros- 
pects of technological advance in other countries and the 
time that will be needed by the domestic industry to 
modernize its plant and equipment. 

In India the Steel Industry was given protection for a 
period of 23 years. The Paper Industry was granted pro- 
tection for a period of 20 years. Protection to the Cotton 
Textile Industry was given for an aggregate period of lb 
years, though protection granted to it was primarily of a 
safeguarding variety. The other industries to which prci- 

tection was granted before the War enjoyed it for 18 to 20 
vears. In this connection the well-known obse^ation of 
Professor F. W. Taussig will bear repetition: The length 
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of time to be allowed for the experiment should not be too 
brief. Ten years are not enough. Twenty years may be 
reasonably extended. Thirty years are not necessarily un- 
reasonable”. A period as long as thirty years will, perhaps, 
be the exception rather than the rule. A material point to 
remember in fixing the period, especially in regard to 
basic and key industries requiring large capital outlay and 
high technical skill is brought out in the following quota- 
tion*:— 


“In highly developed countries a new firm or in- 
dustry will benefit from those cost-reducing ser- 
vices which an established industrial system 
supplies in the form of better transport facilities, 
training of workers, more highly organised labour 
and capital markets, and so forth. It is different in 
less advanced areas, where new enterprises, while 
conferring advantages on those to follow, have to 
incur costs and risks for which they are not com- 
pensated by external economies already in exist- 
ence. Infant industries can reap these benefits 
only after a considerable period of development, 
which, however, in an open world market is un- 
likely to materialise in the absence of State 
support. Moreover, where the established pro- 
ducers of the leading industrial countries have 
built up monopolistic positions and exercise price 
discrimination in international markets, new- 
comers are at an additional disadvantage. Stronger 
and more permanent measures of State assistance 
than are visualized by the classical infant indus- 
try argument will then be required to provide an 
effective shelter against the monopolistic com- 
petitor.” 

A general principle is that industries should be assured 
of protection for a reasonably long period, so that capital 
may be attracted and a suitable programme of improve- 
ments may be drawn up and implemented. The best pro- 
cedure would be for the Tariff Board to indicate the 
different stages in protection that it visualizes and to lay 
down conditions to be fulfilled at each stage: the industry 
should however be left in no doubt as to the period for 
which it can expect protection provided it discharges such 
obligations as may be laid on it and complies with other 


*K. Mandelbaum ; “The Industrialization of Backward Areas” Part a, 
page 4. 
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conditions stipulated by the Tariff Authon^. 
our view has detracted more from the eftectiveness of 
tariffs in recent years than the practice of granting pro- 
tection for short periods; this has discouraged efforts on 
the part of protected industries to modernize plant and 
equipment and rationalise production. 

Section C 


Administrative Protection 


187 We shall consider in this Section measures or regu- 
lations which have the effect of protecting industry or ol 
interfering with the free How of goods and services. These 
restrictions or interferences usually arise from the neces- 
sities of customs administration or are the results of non- 
protective aspects of Government policy. They are not 
imposed with the object of protecting or assisting indus- 
try Nevertheless, in view of their indirect effects, we 
have considered it desirable to refer to some of these 
measures. They may be broadly classified under the 
following heads: 

(i) Customs regulations and formalities, 

(ii) Railway and Shipping Rates and Shipping 
Regulalions, 

(iii) Stores Purchase Policy. 


CotiomB He 
gakttione & 
F^rmftlities 


188. The principal Act governing customs formalities 
and procedure is the Sea Customs Act (1878). It lays down 
detailed regulations regarding procedure for entry, landing 
and shipment, examination, payment of duty, bonding 
and ware-housing, transhipment, drawbacks, refund, etc. 


On the import into or export from any customs poit 
of any goods, whether liable to duty or not, the owner of 
the goods is required to state, in his bill of entry or the 
shipping bill, as the case may be, the real value, quantity 
and description of such goods. The real value should be 

either — 


(a) the wholesale cash price less trade discount and 
less import duty for which goods of the like kind 
and quality are sold or capable of being sold at the 
place of import or export; or 

(b) where such price is not ascertainable, the cost 
at which goods of the like kind and quality could 
be delivered at such place. 
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On the arrival the imports, the owner of the goods is 
required to make an “entry” of them for home consump- 
tion or warehousing by delivering to the Collector of 
Customs a bill of entry containing the necessary particu- 
lars of the consignment which must agree with the parti- 
^culars given in the ship^s manifest. On the delivery of the 
bill the customs duty, if any, is assessed, and the owner of 
the goods may then clear the goods for home consumption 
or warehousing. Duty must always be paid before the 
goods are cleared, unless they are to be shipped in bond 
•or warehoused, in which case a bond has to be executed. 
All goods imported or exported are liable to be examined 
by Customs Officers and if it is found that the real value 
of the goods is not correctly stated in the bill of entry or 
the shipping bill punitive action is taken under Section 167 
of the Sea Customs Act. 

189. The prohibitions and restrictions imposed on the 
import of several classes of goods are based on Section 19 
of the Sea Customs Act, and are intended to serve different 
purposes. They may be classified under the following 
heads: — 

. (a) Restrictions imposed for purpose of public 
security, e.g., the import or export of arms and 
ammunition, except in accordance with the pro- 
visions of the Indian Arms Act. Similarly, explo- 
sives and dangerous petroleum cannot be imported 
except in accordance with the provisions of the 
Indian Explosives Act and the Petroleum Act 
respectively; 

(b) Restrictions imposed in the interests of public 
health. The import of all drugs is controlled by 
the provisions of the Indian Drugs Act (1945) and 
the Dangerous Drugs Rules. There are a few 
other minor prohibitions like the import of shav- 
ing brushes from Japan; 

(c) Restriction imposed for the prevention of 
counterfeiting, etc. Imports of the following 
goods are prohibited: 

(i) goods bearing a counterfeit trade mark within 
the meaning of the Indian Penal Code; 

(ii) goods made or produced outside India bearing 
the name and trade mark of any person in India, 
unless the name or trade mark is accompanied 
by a counter-indication of the country of origin; 
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(iii) piecegoods which are ordinarily sold by 
length or by the piece which have not had cons- 
picuous stamping on them in English numerals 
the length in standard yards. 

190. Some further prohibitions and restrictions on 
imports are imposed under other Acts: 

(a) Protection of Plant Life : 

Under Section 5 of the Destructive Insects and 

Pests Act, 1914, the import of plants by sea is 
prohibited unless accompanied by an official certi- 
ficate that they are free from injurious insects 
and diseases; 

Coffee Plants, Coffee Seeds and Coffee Beans can- 
not be imported except for experimental pur- 
poses; and 

Importation of sugar-cane by sea from the Fiji 
islands. New Guinea, Australia or the Philip- 
pine islands is prohibited .absolutely: 

Rubber plants. Lemon and Lime plants and un- 
manufactured tobacco cannot be imported unless 
they are accompanied by the special certificate- 
specified in the Act: 

(b) Protection of Animal Life: 

The provisions of the Livestock Importation Act 
(1898) control the importation of horses, mules, 
cows, bulls, bullocks, buffaloes, etc., in order to^ 
protect the domestic animals from “infectious 
and contagious disorders’^ 

It will be seen from the above paragraphs that the prohi- 
bitions and restrictions on the import of goods and chattel 
under the Sea Customs Act or other Acts are imposed for 
a variety of reasons, which have little to do with protec- 
tion or assistance to industry or agriculture. Many 
countries have, however, used these provisions to aid or 
assist the domestic producer. We consider such use un- 
justifiable, not only from the point of view of international 
trade relations, but also because their use conceals the true 
character and burden of protection to the community. If 
a particular industry requires protection or assistance,, 
this should be given in a direct and straightforward' 
manner, so that the country may know what it pays fon. 
It may be useful to point out that Articles 33, 35, 36, 37,. 
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and 38 of the Charter for the International Trade Organi- 
zation specifically discountenances the use of customs 
regulations and formalities to extend indirect protection 
to the domestic industry or agriculture, and in this case 
we see no disharmony between the national interests and 
the rules of international conduct. 

191. In many xountrieft of Europe, particularly 
Germany, during inter-war years. Railway and shipping 
Rates Policy was extensively used to give protection and 
assistance to indigenous industry. 

Shipping Regulations deal mostly with technical 
matters, which are of little interest so far as commercial 
policy is concerned. That portion of the Shipping Regu- 
lations, which deals with the carriage of goods on board 
the ship are really intended to prevent the unlawful 
import or export of merchandise, and may be regarded as 
an extension of customs formalities; they apply to all ship- 
ping, Indian and foreign alike. The provisions dealing 
with safety are mainly the result of international agree- 
ment and apply equally to most other countries. The pro- 
visions governing the health and employment of seamen 
will affect the competitive position of India only if the 
rates of pay of seamen and the conditions as to their 
accommodation, feeding and medical attendance increase 
the cost of shipping service as compared with that of other 
countries. We have no reason to think that the existing 
Indian Shipping Regulations have had this effect, and 
generally speaking we are of the view in the present 
state of Indian Shipping, it is hardly possible to use it as 
a method of indirect protection. 

192. The Stores Purchase Policy of Government in most 
countries of the world plays an important part in the 
development of domestic industries and the preference 
accorded to domestic goods is a measure of indirect pro- 
tection granted to the domestic producer. The present 
policy of the Government of India on this subject is briefly 
summarised below: 

‘'Purchases are made by the Directorate General in 
accordance with the 'Rules for the supply of articles 
required for the Public Service’. As laid down in 
these rules care is taken to arrange purchases of 
articles indented upon the D. G. in such a way as 
to encourage the development of the industries of 
the country to the utmost possible extent consistent: 
with economy and efficiency. 


Railway Sa 
Shipping 
Rato Policy 
& Shipping 
ReguJatione 


Stores Pur- 
chase Policy 
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‘Unless an indentor has beexi specially empowered 
to make direct purchase of stores in certain specific 
cases, all Central Government indentors, including 
the Defence Services and Railways have, as a rule, 
to place their indents on the D. G. 1. & S. if the 
value of the demand exceeds Rs. 500. Supplies are 
also arranged against indents placed by the State 
Governments, quasi-public bodies etc. Purchase is 
arranged either: — 

(i) by inviting quotations from firms in India 
which include indigenous manufacturers and 
agents /stockists of manufacturers in countries 
abroad ; 

(ii) by purchase from abroad through Purchasing 
Agencies of the Government of India, viz., the 
D.G., I.S.D,, London, and the India Supply Mis- 
sion, Washington. 

“All indents for the D.G., I.S.D. , London (excepting 
those for arms and ammunition and other items of 
specialised stores which can be placed by the 
indentors direct on the D.G., I.S.D., London) are 
routed through the D.G. (I & S.) and in the case 
of indents to be fot'warded to the I.S.M. Washing- 
ton, irrespective of what the items are, all demands 
are routed through the D.G. (I. & S.). It devolves 
on the D. G. (I. & S.) to scrutinise these demands 
and to decide the advisability or otherwise of these 
demands being placed on the overseas organisations 
mentioned above or to arra.ige for procurenKmt 
from local sources. This scrutiny of demands has 
a two-fold object viz., 

(i) to encourage indigenous production of stores 
imported in India, and 

(ii) to encourage the importing firms to maintain 
good stocks of stores and spares and also to offer 
pre-sale technical advice and post sale service in 
the case of imported plant and machinery. 

''Method of Purchase : — The commonest method of 
purchase is by advertising the demand in the Indian 
Trade Journal if it is considered to be for stores 
of such a nature as to bring further sufficient 
number of oifers from its readers; otherwise the 
demand is also advertised in the leading news- 
papers of India. In response to these advertise- 
ments any firm can quote. In some instances, in 
order to draw the particular attention of firms 
registered with the D. G. (1. & S.), advance inti- 
mation of such advertised demands is sent to these 
firms. 
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'Very often it is necessary, due to urgency of the 
demand, to dispense with advertisement, and ten- 
ders are invited only from firms who are borne on 
the approved list of contractors maintained in the 
Directorate General of Industries and Supplies. 

'^In rare cases where proprietory stores are required, 
an invitation to tender is issued only to a single 
firm. 

'Occasionally, as a result of uneconomic prices having 
been quoted, or due to lack of competition it 
becomes necessary to resort to negotiation to covei 
the demands. 

Order of Preference in Purchase : — Goods ol Indian 
manufacture are accepted as far as possible con- 
sistent with economy and efficiency and contiacts 
are placed in the following order of preterences : — 

(i) for articles produced or manufactured solely in 
India; 

(li) for articles partially manufactured in India 
from imported materials; 

iiii) for articles of foreign manufacture held in 
stock; and 


tiv) for articles manufactured abroad which have 
to be specifically imported. 

■fn ease it becomes imperative to arrange imports 
from abroad, they are obtained from foreign coun- 
tries in the following order ol preference. • 

(a) Sterling area; 

(b) Other soft currency areas; 

(c) Medium currency areas; 

(d) Hard currency areas; 

(e) Dollar areas, 

Tn view of the acute dollar shortage, contracts on dohai 
and other hard currency areas are restricted and aie place 
only whe.i essential. 

^‘Although the general practice is not to give auto- 
maticallv a price preference to indigenous stores 

Imported goods from soft correnoy 

areas, a limited degree of price f„ 

ing upon the merits of each case is gi anted m 
respecd of articles manufactured wholly or partly 
in the country in deserving cases in order to 
Encourage development of the industries of the 
country.” 

193 The degree of price preference that may be allow- 
ed to Indian products has not been specially provided for 
in the Rules, because the Government of India retain m 
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their own hands, for the present, the power to grant suchi 
preference. Ordinarily a limited degree of price prefer- 
ence in favour of articles produced or manufactured in 
India is accorded for one or other of the following 
reasons: — 

(a) when the industry is expected to fill a vital gap 
in the economic life of the country, and is likely 
to take a firm root in the soil in the near future; 

(b) strategical necessity; 

(c) to prevent a sudden dislocation of the labour 
method; and 

(d) to regulate and control foreign competition 
specially during periods of temporary trade 
depression abroad. 

We understood that quality for quality a margin of 
price preference was given in suitable cases. We have 
only two suggestions to make: 

(i) the first condition about the nature of the indus- 
try justifying the price preference should be so> 
liberalized as to render all industries run on sound 
business lines eligible for preference on condition 
that the products of the industry conform to such 
specifications as may be laid down by Government 
on the recommendation of the Indian Standards 
Institution; 

(ii) a higher margin of preference should be given 
to the products of cottage and small-scale indus- 
tries and conforming to such specifications as may 
be laid down for them. 

Our object in making these suggestions is obvious and we 
would recommend them for the consideration by the 
Central and State Governments. 

Publicity 194. In the years before Independence, '‘boycott’' and 
“Swadeshi” (“Buy Indian” Campaign) played a large part 
in providing incidental protection to Indian industries. 
The former method of propaganda has now lost its use. 
“Swadeshi”, however, retains its potency, but in the altered 
circumstances of the present this method of campaign^ 
must change its technique and tactics. It will be no longer 
easy to enlist the patriotic motive to extend the market 
for Indian products, unless the performance of the indus- 
tries is also brought upto the highest possible standard. 
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in paragraph 185 we have referred to consumer prejudice 
-against certain types of Indian products. We have already 
recommended that in suitable cases a margin should be 
allowed on this account in the case of protected commo- 
dities. Apart from this we do not see any easy solution 
of the problem. Faith and confidence in the quality of 
Indian products must be assiduously built up. The 
enforcement of standards laid down by the Indian Stand- 
dards Institution and constructive publicity and advertis- 
ing backed by continuous production and market research 
will wear down this prejudice. To some aspects of this 
problem, connected with tariff protection, we have already 
referred in an earlier Chapter. It is not, therefore, neces- 
sary for us to pursue the matter further. 







CHAPTER XIV 


Ct*s© for the 
Obligations 


OBLIGATIONS OF PROTECTED INDUSTRIES 

195. In this Chapter, we examine the issues relating to 
the treatment and obligations of protected industries. Item 
2(a) of our terms of reference specifically draws our atten- 
tion to this subject. 


196. In a previous Chapter, we discussed the question of 
the burden of protection on the consumers and the commu- 
nity as a whole. Whatever may be the theoretical or practi- 
cal' difficulties of measuring this burden statistically, the 

factors which determine it are broadly : 

(i) the effective rate of protective duty. 


(ii) the period of protection; and 

(iii) the rate of increase in competitive efficiency of 
the different units comprising the protected in- 


dustry. 

These three factors are closely inter-related but once the 
initial rate of protective duty has been fixed, there arises 
the obligation on the part of the industry to increase its 
competitive efficiency. A further reason for watchfulness 
is the limitation on consumer choice which a scheme of pro- 
tection always imposes. As the community has to bear 
sacrifices, these must be reduced to the minimum absolute- 
ly called for. It is from these facts that the justification 
of the special interest of the community in the working of 
a protected industry is derived. 

As the Australian Government which has freely relied 
on tariff protection to develop industiies observes. 

“While the Tariff and other methods of protection 
are legitimate devices for building up industries 
appropriate to our economy, the grant of prote^ 
tion to producers is a privilege which carries with 
it the responsibility of maintaining the highest. 

possible level of efficiency Protection must 

not be protection of excessive costs, m-efficient 
methods and obsolete equipment, nor should it 
encourage the practice of relying on rings, cartels, 
tariffs and guaranteed home market rather than 
on efficient production”. 

'Extract from a White Paper on “Employment_Poliey” issued by the^ 
Australian Government in 1943. 
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197. That protected industries are under a special obliga- 
tion to the community is now so generally recognised that 
It IS hardly necessary to argue the point. It is an encourag- 
ing sign that organised industrial and commercial opinion 
is almost unanimous in recognising this. Thus the Indian 
Merchants Chamber of Commerce, Bombay, observed in 
course of their evidence : 

It would be legitimate to expect that industries 
receiving protection or assistance from Govern- 
ment must seek to achieve substantial progress by 
reducing costs resulting from the application of 
research in the technique of production, expansion 
in the size of operations and such other factors, 
which contribute to economies in the process of 
manufacture. Besides, the obligations mentioned 
above (my) Committee believe that the protected 
industries have also a general obligation to other 
ancillai-y industries and services like insurance, 
banking and shipping”. 


Again, the All India Manufacturers’ Organisation, a body 
consisting mostly of representatives of medium and small 
scale industries, admitted with refreshing candour ; 


"During the period while the Industry is taking root, 
the community will have to bear“ the burden of 
its protection either in the shape of direct cash 
bounties or subsidies or in the form of indirect 
price increase of the protected commodity or ser- 
vice. This makes an irresistible moral claim of the 
community against the industry protected or 
assisted that the aid given to it at the cost of the 
public, during its stage of struggle for survival, 
be returned in one form or another, when it 
attains to a status where such return is possible”. 

Such recognition on the part of the business community 
of the special obligations of protected industries was con- 
ditional on the pursuit of a vigorous developmental policy 
by the State. 

198. The object of imposing obligations on protected in- 
dustries would be only to ensure their efficiency. Some 
obligations may, however, reduce the incentive to effi- 
ciency, while others may directly or indirectly add to the 
cost of production and the fair selling price of a protected 
commodity. In the application of practical measures to 
enforce these obligations, a reconciliation of these conflict- 
ing considerations will have to be effected. The problem 
has arisen also in other countries where protection covers 
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fi) Price 
^Policy 


large area of the industrial field. Thus in course of a detail- 
ed review of the working of the protectionist policy in 
Australia* the authors observe as follows; 

■‘Although it is in the interests of local producers 
to keep their prices below those of imports, there 
is nothing to ensure that those prices will be at 
their lowest or that efficiency will reach the 
average standard in Australia. . . And the removal 
of the stimulus of competition. . . . presents a 
problem of almost baffling difficulty. We have to 
face the problem of finding a substitute for com- 
petition a stimulus to efficiency. . . . There is a 
conflict here between the incentive to efficiency 

and the interests of consumers ” 

No general principle or policy will solve the dilemma. It 
can be resolved only by empirical judgments based on a 
careful study of the facts and circumstances of each indivi- 
dual case. The points that will require examination will 
include the following among others: --- 

iirst, the nature of the demand for the commodity 
and the elements of cost— voluntary and non- 
voluntary, 

secondly, the nature and extent of the market for 
it, 

thirdly, the internal structure of the industry with 
particular reference to the forces of competition 
or combination operating in it, 
fourthly, the nature of the particular obligation 
sought to be imposed, 

fifthly, the type of administrative organization that 
is likely to be available to enforce a particular 
obligation. 

It is only after a careful examination of these and connected 
matters that it would be possible for the appropriate 
authority to recommend the type of obligation that can be 
imposed on a protected industry and the manner in which 
it can be most effectively enforced. 

199. Subject to these observations, we shall proceed to 
examine some specific obligations which have been suggest- 
ed from time to time. • 

As long as a protected industry consists of several 
competitive units, the price in the domestic market will be 
determined by the height of the protective duty; and in 


*nio Austrolian Tariff (An E'ionomio Enquiry) by a Committ«<5 appointed 
l>y tlie Australian Oov^'ornment in 1927-29 (pp. 129-30). 
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the long run, competition should ensure that the price is 
determined by the level of costs in the most efficient unit 
in the industry. Under present conditions, howevei'. when 
the flow of imports is primariJy j-egulated by balance of 
payment considerations it is possible that if the protected 
article is also one in respect of wiiich imports have been 
restricted, its domestic price may rise higher than the jxirity 
of landed cost plus the protective duty. If this situatioii 
persists for a long time, and the GoveiTiment do not see 
any prospect of early relaxation in import control regula- 
tions, it may be ne^cessary to take steps to regulate pric('s so 
that they may not rise above the aforesaid parity. Tht* 
need foi' such regulation will be all the greater:- 


(a) if llu' pi'oduct of tlie protc'cted industry is eithei' 
an article of essemtial consumption or an essential 
raw material or ingredient in the rnanufacturt' ot 
other products: and/or 

(b) the industry is dominated by one or two large 
units which effectively sliut out internal 
competition. 

If a scheme of protection as applied to a particular ni; t'ro.iu, - 
industry is to succt^^d, it must ensure' that the scale '’'’I' |'Vv ^ 
production in that industry increases progressive]>s This '' ' " ^ 

is one of the most important obligations of a protected 
industry, and it should be the duty of the tarilf-making 
authority to include in its initial recommendaiion a lirne- 
schedule setting out the programme of development that 
the Industry must follow. In the course of its periodjca! 
reviews, which we recommend in a later Chapter, it should 
be the duty of the tariff-making authority to reconnnend 
appropriate measures for the enforcement of the obligation. 

Another obligation wdheh should be imposed on a pro- Uiii v 
tected industry concerns the quality of its products. If 
standard specifications for' these products have been alreadv 
laid down, it slioidd be the duty of the industry to conform 
to them. If, however, no such spt^cifications have bc'en 
fixed, then it should be the duty of Government to ask the 
Indian Standards Institute to evolve suitable specifications, 
and of the tariff-making authority to stipulate that the 
industry should contorm to these specifications within a 
prescribed period of time after they have been evolved and 
accepted by the industry as a whole. 
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(vi) Training 
of apprent- 
ices and hig- 
her grades 
of Labour 


As the competitive efficiency of a protected industry 
will depend on its technique, it is of the utmost importance 
that an industry receiving protection employs up-to-date 
methods and practices in production and distribution. To 
protect inefficient methods without conditions would be 
merely to stabilise the burden on the consumer. In practice, 
the adoption of up-to-date technique may, however, be 
sometimes rendered difficult by the shortage of plant and 
equipment and the lack of financial resources on the part 
of the management. In such cases, the imposition of any 
obligation on a protected industry should be coupled with 
measures of positive assistance. It should also be the duty 
of the tariff-making authority to review the implementation 
of the measures of assistance recommended by it and also 
of the improvement scheme of the industry. If no substan- 
tial progress is made by the industry within a reasonable 
period of time in either of these directions, it should be the 
duty of the Tariff Authority to recommend the withdrawal 
of protection, unless for purely non-economic reasons, the 
existing methods of production, however inefficient they 
may be, required to be protected 

Many witnesses have urged upon us that research should 
be made an obligation of protected industries. The impor- 
tance of research in the technical development of new 
industries in this country can be hardly over-stressed, and 
the extent to which research results in the adoption of 
improved technique reduces the burden on the consumer. 
It should, however, be recalled that an industry must be 
properly organised before it can work out schemes of 
research and introduce them. As far as protected industries 
are concerned the suggestion we should like to make is 
that in suitable cases, having regard to the technical nature 
of the industry and its capacity to organize research, the 
tariff fixing authority should include in its recommenda- 
tions a direction as to the promotion of research along well 
defined lines which it should indicate as precisely as possible 
in its report. 

The object of such training is to accelerate the spread 
of operative skill and technical education. This will enable 
a protected industry to expand its production and to reduce 
costs. From both these points of view, it is necessary that 
an obligation should be recognised to train apprentices and 
to provide opportunities for practical training to technical 
students and scholars. The expenditure to be incurred on 
this subject will be a legitimate charge on the protected 
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industry. The industry should, therefore, be called upon 
within a specified period of time to draw up schemes of 
.apprenticeship and technical training at the time that 
protection is granted to it. 


It is an old saying that “tariff is the mother of trusts’", (vii) Anti- 
and many witnesses who appeared before us argued that 
conditions should be imposed on protected industries to by protec- 
ensure that they do not resort to anti>social activities. The 
problem is not free from difficulty. All combinations are 
not necessarily anti-social; on the contrary in many lines 
‘Of manufacture benefits of large-scale production will 
result mainly from concentration of production in a few 
large units and from large-scale management and concen- 
trated development of the internal market. While it should 
undoubtedly be the object of State policy to eliminate anti- 
social activities, it is in the interest of the community that 
in a protected industry large-scale production needed to 
minimise costs is encouraged. No general obligation can, 
therefore be imposed on this subject. The problem must 
be nece.ssarily left to an appropriate authority outside the 
tariff-making authorit.y. It should be the duty of the latter 
.authority to indicate in its periodical reviews the emergence 
of such activities or to draw Government's attention to 
particular features that may require remedial action. 

We also consider that it should be the duty of protected (b <ii) oi 
industries to utilise to the utmost extent possible indigenous 
raw materials wherever these are available provided they ‘ te. 
conform to such minimum standards as may be laid down 
by Government. We would also expect the protected 
industries either to establish subsidiary industries connected 
with them or to promote their development. 

200. In the previous paragraphs, we have attempted to 
describe as briefly as possible the type of obligations that 
may have to be imposed on protected industries in order to 
safeguard the interests of consumers and to reduce the 
burden of protection on the community. The list is not 
exhaustive but includes all obligations that have a close 
bearing on the competitive efficiency of a protected, 
industry. It does not, however, follow that all these obli- 
gations should be imposed on an industry whenever it is 
granted protection: whether any of these obligations 
should in practice be imposed or not will depend on a 
careful assessment of the facts and circumstances of each 
individual case. 


Mnforcement 

of these ob- 
ligations 
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, 01 . we have .jven -ch ^thought 

enforcing these Jj statutes dealing with 

should be embodied in the introduce a 

protected or The plan of implementation 

needless element ot iigidiu. n y 

that we visualize: is broadly as follows. - 

First these obligations should be treated as Dircf 
‘ve Principles of Tariff Administration and sjould 
be embodied in the Statute dealing with the 

Administration, on the anal ig - 

mentioned in the previous paragraphs. 

ji 'T'.nvirf Anthol’itv examines the 
Secondly, when the Taiiff An homy ^ 

claim ot a particular mdustiy 

ln^,he Dii-ective Principles of the StatrOe rnentum- 
cd above. 

Implomentation should also be worked ore, 

^ 4.11 fho T'lriff Authoritv should keep itseil m 

" h w b Ur ploid .„d„s.r,es ro see how U.ese 
Wtotirs -ue bemg d.sehorgcd (subjocl to he 
conditions laid dovvn by them) and give the mdus 
"rnfall possible assistance, in co-operation wi h 
the 'administrative organizations ol Government, < 
enable them to discharge these obligations. 

Lastly, the Tariff Authority should report to Govern- 
ment in its periodical reviews : 
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(i) the manner In which the obligations are being 
discharged by the protected industries: 

(ii) the difficulties that hamper the discharge of 
these obligations; 

(iii) the further measures necessary to secure en- 
forcement of the obligations; 

(iv) the changes in the terms of the obligations, if 
any, that ma,y be called for. 

202. It will be noticed that we have left the responsibi- 
lity for such executive action as may be necessary for the 
enforcement of these obligations to the appropriate Ministry 
in the Government of India dealing with industries. In 
order to deal with marginal cases of wilful failure to comply 
with its directions, the Government may need statutory 
powers and such legislation as may be needed for this 
purpose will have to be promoted. 

203, It will be clear from what w'e have said that we 
look upon the treatment and obligations of protected indus- 
tries as an incident in the process of accelerated industrial 
development and not as punitive provisions for possible 
acts of omission or commission on the part of protected 
industries. It follows from this approach that the positive 
measures of assistance, other than tariffs, occupy a promi- 
nent place in our scheme of industrial protection. To the 
problems arising out of this we turn in the next section of 
the Report. 


Slat lit ory 
Enforcernerit; 
whore nocos 

sary 
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OTHER FACTORS IN INDUSTRIAL DEVELOPMENT 

measures other 

indlf ^ ^ tht-- development of 

of paragraph 2 of our terms 

of reference requires us to consider the future policy of 

Government in regard not only to protection but also to 
assistance of industries while sub-paragraph (c) of the 
same paragraph asks us to consider any other matter hav- 
mg a direct bearing on the effective implementation of a 
y mic policy. The Indian Fiscal Commission of 1921- 
22 also recognised that “the mere imposition of protective 
duties, however scientifically contrived, will not by itself 
produce that full industrial development that we desire” 
and proceeded to recommend a number of “supplementarv 

Chapte XV we propose to discuss the factors in the deve- 
opment of India s capital resources including the import of 
foreign capital. In Chapter XVI we wish to examine some 
problems of industrial management both in the private and 
the public sectors, which have a close bearing on industrial 
emcency In Chapter XVII wo propose to ™„,ine hj 
role Of labour m industrial development and the factors 
which influence labour efficiency. In Chapter XVIII we 

^nTZ u industries 

and ancillary services whose development we consider 

essential to the rapid and orderly growth of industrie; 


CHAPTER XV 


DEVELOPMENT OF CAPITAL RESOURCES 

204. In Chapter I. where we describe the origin of the Role of 
present enquiry, we referred to the shift of thought on the 
subject of tariff policy since the beginning of the World industriol 
War IL One logical consequence of this change was the 
increasing realization of the need to “place” the protection 
of industries, particularly tariff protection, in its proper 
setting within the framework of a purposive policy for 
accelerated industrial development. The position is now 
well recognized as will be seen from the following extracts 
from a post-war publication: — 

“While the tariff is one and may be a nece.ssary tool 
to bring industrialization about, it is not the only 
tool. It is one on which governments have tended 
to rely too much, ignoring or sacriftcing other 
instruments of policy. But in fact, with the force 
of competition and the efficiency of production in 
the highly industrialized States and the cheapness 
of modern means of transport, any government 
anxious to initiate or accelerate industrialization 
at home must formulate and carry out a much 
broader and more constructive programme than is. 
implied by the negative action of rendering foreign 
goods difficult to purchase through the imposition 
of high tariff's. As we have shown already, it 
must gradually construct an appropriate and effi- 
cient network of communications; it must in most 
cases promote the provision of power needed for 
mechanical production; it must afford adequate 
opportunities for general and for technical educa- 
tion; it must promote the spread of scientific know- 
ledge. Without such fundamental measures of 
adaptation — and many more could be added to the 
list — the progress of young industry, however 
highly protected, will be but slow and halting. A 
tariff diminishes or abolishes the difference between 
the prices of imports and domestic goods by raising 
the former. The same result may be achieved by 
lowering the latter, that is, by lowering the costs 
of production. All the general measures mentioned 
above are designed for this purpose. But govern- 
ments may in addition apply specific measures to 

*in(iustrializu.ticn hikI I’rade League of ‘NTationis (1945) (p. 74). 
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the benefit of particular industries and thus more 
definitely protective in character. They may stimu-. 
late industries by affording credit facilities, by the 
remission of ‘ taxes on new undertakings or by 
direct financial aid to such undertakings. The 
success of their policy will be measured by the 
rapidity with which such special assistance can be 
withdrawn. A permanent subsidy whether direct 
01 ' indirect, is a proof of uneconomic use of resour- 
ces which can be justified, if at all, only on non- 
e c o n o m i c g r o u n d s " . 

We propose to discuss in this Chapter and the others that 
follow the more important of these ''general measures”. 
We begin with the development of India's capital re- 
sources. 


Section A 

The Process of Capital Formaiiori 


205. The problem of industrial capital in India has a 
Jong history. The Indian Industrial Commission of 1916- 

18 found the "reluctance of the Indian investor to risk 

his money in new undertakings unless they were 

related to industry, w^hich were already established and 
practised extensively’' to be a serious obstacle in the way 
of industrial expansion. The Indian Fiscal Commission 
of 1921-22 appreciated the additional importance which 
this problem had acquired as a result of its recommenda- 
tions but confined itself to the issues connected with the 
import of foreign capital. The difficulty about the avail- 
ability of capital which has handicapped industrialization 
since its early days still continues. Indeed it has now 
become so acute that it constitutes, along with the balance 
of payments the crux of India’s short-term economic prob- 
lem. Many aspects of capital formation have been under 
the closest consideration of the Government. Our aim 
is to examine some broad issues of policy concerning the 
supply of capital and the channels through which this 
supply is canalized and distributed. 


Sta;/es in 

i'apital 

forination 


206. Capital formation is a long process, which is logi- 
cally susceptible of division into the following stages: 

(a) First Stage.—rThis stage is concerned with the 
creation of savings, i.e., a surplus resulting from 
an excess of income over expenditure. The 
sources of these savings are individuals, business 
or trading houses and public authorities, includ- 
ing Government. 
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'(b) Second Stage . — This stage is concerned with the 
mobilization and canalization of savings, i.e. at 
this stage, savings are converted into funds which 
are available for investment in agriculture, indust- 
ry or trade, as the case may be. 

(c) Third Stage . — At this stage, the funds which are 
already available for investment are actually 
spent on the acquisition of capital goods, and 
^'capital formation'" in the strict sense of the term 
occurs. 

Three points may be stressed. First, all savings are 
not available for investment and do not. therefore, pass 
through the second and the third stages. Some of these 
are exported or hoarded or transferred to others for 
current consumption. It is only the balance that is avail- 
able for investment. Secondly, of the savings available 
for investment, some are used by ownei's directly for the 
acquisition of capital goods and are not. therefore, avail- 
able for investment by others. Under this head arc* 
included purchases of consuniers' capital goods, ploughing 
back of profits into business undeilakings and other forms 
of utilization of savings for investment directly by the 
savers. Thirdly, all the funds do not always result in 
capital formation. They may be used for many other pur- 
poses which may not always result in a net addition to 
investment. P'urther even where these funds are ulti- 
mately used for the acquisition of capital goods the time 
lag between the accumulation of these funds and ‘‘capital 
formation" strictly so-called may be considerable. The 
problems arising at each stage are set out below: — 

(i) First, the problem of savings 

Under this head will fall problems relating to — 

(a) the will to save 

(b) the capacity to save 

in the different sectors of our economy, and affecting 
individuals, corporations and public authorities 
(including Government) alike; 

(c) the leakages that take place at this stage from 
the stream of savings, i.e. the conditions and 
circumstances in which savings are not made 
available for conversion into investible funds 
(e.g. hoarding, capital exports, etc.); 
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(d) the additions to the stream of savings, t.e, 
the factors which affect the inflow into it from, 
various sources. 

(ii) Secondly, the 'problem of the conversion of 
savings into investihle funds under which will 
be included the problem relating to — 

(a) the factors which influence the direct utiliza- 
tion of savings for investment purposes in the 
savers’ own undertakings, 

(b) the efiiciency of the existing machinery for 
the collection and canalization of savings into 
funds available for investment. This involves a 
study of the working of the capital market in 
the widest sense of the term, institutions, the 
banking system, investment trust, building 
societies, mortgage houses and insurance 
companies. 

(iii) Thirdly, the problem of the utilization of the 

investible funds for the acquisition of capitl goods. 

Under this head will fall such subjects as — 

(a) entrepreneurial enterprise, initiative and abi- 
lity to rehabilitate and expand productive 
equipment: 

(b) the availability of capital goods and their 
price; 

(c) depreciation allowances; 

(d) the level of earnings in the industries in which 
the capital goods would be installed; 

(e) fluctuation in relative prices, which would 
affect investments in producers' stocks etc. 

This list is by no means complete but illustrates the nature- 
of the problems that arise at the different stages of capital 
formation. 

Section B 

Hindrances to Capital Formation 

207. The difficulty of securing investible funds for 
financing the block of industrial undertakings has become 
acute since the beginning of 1947; indeed it is this difficulty 
which originally drew attention to the emergence of the 
wider problem of capital formation. At that time, attention 
was concentrated primarily on long-term industrial capital. 
The preamble to the Industrial Finance Corporation Act,. 
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1948. reflects this phase. From the middle of 1948, how- 
ever, difficulties of short-term finance began to be increas- 
ingly felt due, among other factors, to the expansion in 
export trade, insufficiency of transport resulting in the 
locking up of funds (which lasted till about the middle of 
1949), increasing holding of stock in shortages and a rise 
in prices which had received a further spurt after the de- 
control of foodgrains at the end of 1947. The position in 
this respect gradually improved and by the middle of 1949 
the difficulties of large-scale industries in regard to short- 
term funds had somewhat eased. Small-scale industries, 
however, find it even now increasingly difficult to secure 
working capital. To this we have referred aheady in a 
previous chapter. The problem is one which we consider 
should be taken up immediately by the Government in con- 
sultation with the Reserve Bank of India. Our attention 
has been prominently drawn to this question in Calcutta 
and elsewhere and we attach much importance to early 
steps being taken to rehabilitate these industries. 

Many witnesses have spoken to us about hindrances to 
capital formation and the steps that should be taken to 
remedy them. We propose to refer shortly to the more 
important points that were placed before us. 

208. Written and oral evidence placed before us referred 
to widespread misgivings about the policy of nationalisation 
laid down by the Government of India. It was contended 
that, owing to uncertainty in regard to future policy, capital 
could not be attracted to industries. In our discussions we 
made every effort to explain the policy of the Government 
of India as laid down in the Statement of Industrial Policy 
of April 1948 and also the provisions of the Constitution 
in this respect. Under the Industrial Policy Statement 
SIX industries have been proposed for nationalisation and. 
even in regard to these, when private enterprise is operating 
there is to be no nationalisation for a period of ten years. 
After this period, the question whether a particular indus- 
try should be nationalised will be taken up and considered 
ori its merits and in the light of conditions then prevailing. 
Further, under article 31 of the Constitution, which defines 
the fundamental ‘right to property’ “no interest in or any 
comnanv owning any commercial or industrial undertaking, 
shall be taken possession of or acquired for public purposes 
under any law authorising the taking of such possession or 
such acquisition, unless the law provides for compensation 



202 


Fax at ion 
'“f-vel? 


Managing 
A gen***}' 
"'y>T(*rn 


Stuck Ex- 
change Re- 
form 


for the property taken possession of or acquired and either 
fixes the amount of the compensation, or specifies the 
principles on which, and the manner in which, the compen- 
sation is to be determined and given^’. In the face of these 
there should not be any reasonable grounds for the mis- 
givings to which expression was given before us. In fact, 
towards the end of our tours it was conceded by prominent 
industrialists that the fears referred to had largely receded. 
We hope all interests concerned will understand clearly the 
Government of India’s policy and the provisions in the 
Constitution so that capital might not be deterred from 
coming freely into industrial and other undertakings. 

209. Reference was also made to the high level of tax- 
ation on the larger incomes as an imoortant factor dis- 
couraging investment. Questions of taxation policy do not 
come within our scope. We would, however, add that the 
Hon’ble the Finance Minister has announced that the entire 
structure of taxation in the country will be subjected to 
examination. 

210. Witnesses have drawn attention to malpractices on 
the vjart of some managing agents as a factor discouraging 
capital formation. This is not unfounded. The question 
of introducing improvements in the managing agency 
system is under the consideration of the Government of 
India who have published for criticism tentative proposals 
suggested to them. We hope that an early decision will be 
taken. 

211. Wide prevalance of gambling in stock exchanges 
was also alleged to be one of the causes hindering capital 
formation. The main function of the Stock Exchange is to 
provide liquidity for investments and thereby encourage 
the flow of savings into investible funds and thus assist 
in capital formation. This function can be efficiently per- 
formed only if the range of price fluctuations is warranted 
by economic factors; violent oscillations due to gambling 
deter genuine investors and thereby impede the flow of 
savings into investment. Further, wide fluctuations in the 
value of stocks and shares affect the cVedit base of indivi- 
duals and corporations carrying on business. There have 
been large changes in stock exchange prices between 1939 
and 1948, and there can be little doubt that the heavy fall 
of these prices since the end of 1946 has had a depressing 
effect on investments. The following table shows the 
extent of these changes, which, it is alleged, are due not to 
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noi’mal markot liuctiialions but to extensive speculative 
operations : 


Table 31 

Changes in Market Vain.e of ordinary shares between 1939 

and 1948 
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Souiu’S ■ — Bulletin ot the Rese*r\o;- Bank of India. 

Witnc'ss^'s have sugf:t^ested that tiiese operalions deter bona 
fide investers. Wc' have not been able to obtain reliable 
estimates of tfie exteml to winch such speculation prevails. 
Thr' immediate practical problems, howevei*. is to create 
conditions of working m these exchanges under whicli bona- 
fide investments will be encouraged. We are aware that 
this subject has been under the consideration of the Gov- 
erriment of India for sonu‘ time and liope that in consulta- 
tion whth all interests conceiTied plans for the propei* woi'k- 
ing of slock exchanges will be matured at an ear]\' date. 


212. TheT’e is another question of importance to whicii c Mnp 
wf' feel prominent attention should be drawn, namely, the S A:nL 
shift that IS now taking place in the distribution of the 
national income. There is no doubt that increased purchas- 
ing power is now passing to classes of the population who 
have not been in the habit of saving and investing, while 
owang to higher costs of living and other causes the margin 
of savings available with those classes who usuall}^ invest 
in industries is being steadily reduced. We have no studies 
to indicate the precise extent of the change that has taken 
place in distribution. It is possible that, as conditions 
vary widely in different parts of India, the classes to whom 
increased purchasing powder has passed will not be the 
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-same all over the country: they will differ from region to 
region and in the same region there will be changes from 
lime to time in economic conditions. As, however, the 
tendency will be for large inequalities in income to dis- 
appear and for the change to w'hich attention has been 
drawn to become a permanent feature ol India s economy, 
we consider that there is need for a widely-extended orga- 
nisation whose duties will be (i) to study continuously in 
every region the changes in the distribution of income that 
take'place from time to time; and (ii) to inculcate the habit 
of saving among classes to whom increased incomes accrue. 
We have indicated in Book III. Chapter VII the nature of 
the organisation that might be set up to study this problem 
in rural areas and to inculcate the habit of saving among 
the rural population. This organisation should be supple- 
mented bv a similar one covering urban areas. The Cential 
Government will have to guide the whole movement and 
regulate policies and also come to arrangements with 
labour organisations for spreading the movement among 
industriar labour. We also suggest that efforts should be 
made to mobilise rural savings for the execution of local 
schemes of improvement like irrigation, road-building, 
small-scale industries, etc. A useful method of financing 
large irrigation schemes would be the adoption of a system 
of ■'betterment" contribution. As the result of such 
schemes there will be increases in land values in the com- 
manded areas and fixed proportions of these values— -"un- 
earned increments"— should be levied as contributions 
towards the capital cost of the projects— such levies being 
spread over a fairly long period, say. 10 to 15 years. , We 
understand that this system is in vogue in some areas and 
would like to see that it is generally adopted. 

213. We have received a useful memorandum on this 
subject from the Ministry of Finance. The original justifi- 
cation for the control was the necessity for preventing in- 
vestible funds, scarce materials and services from being 
utilised for purposes which had no positive contribution 
to make to the prosecution of the war or to the production 
of consumer goods or other purposes beneficial to the public. 
The control was thus conceived as a war and anti-infla- 
tionary measure, in a regime of intense activity in ihc 
capital mai'ket, w'hen profit-inflation was almost at its peak 
(May 1943). After the cessation of hostilities “the control 
was “retained with the object of securing a balanced invest- 
ment of the country's resources in industry, agriculture ann 
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social services", but as the representatives of the Ministry 
of Finance admitted “the control operated only in a negative 
way, preventing direction of funds to certain undesirable 
purposes but it cannot ensure that they are diverted to more 
useful channels of investment’'. In other words, although 
the present control served some negative purposes, it was 
recognized that the objects for which it had been continued 
after the war were not being realized and could not be 
realized under its present working. In the first place, there 
is no clear-cut enunciation, in a positive way, of the princi- 
ples that should be followed in consenting to or withholding 
sanction to capital issues, except in the case of food pro- 
duction and house-building where consent is given readily. 
Secondly, there is no machinery for following up the sanc- 
tions, and no obligation on the part of the applicants to 
keep the control authorities informed of actual investments. 
We consider, therefore, that capital control in its oresent 
form should be abolished. As, however, a Planning Com- 
mission has now been appointed, a fresh machinery may oe 
devised for diverting capital into approved channels. 


Section C 

Capital Requirements 

214. We shall now attempt to estimate roughly the 
amount of capital needed for the sort of development we 
have in mind. The present state of our statistics precludes 
anything but the broadest generalizations and where we 
mention figures we do so only to indicate the order of 
magnitudes involved. Subject to this understanding, we 
shall first examine our Demand for Capital and then to 
assess the extent to which we can meet it out of our own 
resources. 

215. The demand for capital consists of two components, 
i.e., the capital necessary for the maintenance of the exist- 
mg capital of the community and the capital required for 
new investments. We are not aware of any authoritative 
estimate of the former; as regards new investments, it is 
obvious that no reliable estimates can be framed till actual 
plans of development have been made. Nevertheless, in 
isome recent non-official investigations, an attempt to deter- 
mine the order of capital expenditure that might be neces- 
sary in the next few years has been made."‘ In Appendix 
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VII to this Report we reproduce a summary of these esti- 
mates and their break-up mio different sectors. Even if the 
most conservative of these estimates is taken as the basis, ’ 
India's minimum reauirernent of capital expenditure would 
be of the order of about Rs. 250 en’ores a year on the basis 
of tlic 1947 price level. At tht' present level of prices this 
would rise to about Rs. 220 crores. of which thd share of 
Agricuti lire and industnes would probably be Rs. 92 and 
Hs. 125 crores resocctiveiv. in our view, these schemes 
imdei' esiimatc the snare of Apricultuj-e, as most of them 
were preoarc'C before tre siioitaees in food and industrial 
raw materials enie'-ited fully after partition. 

Tliere ai‘e two ways :n wiiich one can look at this 
ncurc---its (df(‘Ci on the rate of increase of the national 
income, and its relation to the rate of past investments. It 
w: dilTicull to docmauze on the first point. The effect that 
a unit of camtai invesunent produces on the national income 
depends on a variety of factors, and must necessarily \xiry 
from (s>un1rv lo (.•oimlry. I ndicriiions affordt'd by such re- 
searcoos have bc'cn made aic that bfuiring the conditions 
PI inv.-'a m mind, caour! mxu'Stment of the order indicated 
m the precouinp puapraph wall lead to an appreciable in- 
crease m per cap?; 7 income afU'i' off-setting the effects of 
i n c r c ' a s tr • i n i) o 1 7 lU a t i w r " 

Whc'ther irns luUo o’ caoUid inveslmeril w'ould be a 
practical preposition wdl depend on tht' viilurne of internal 
savings and such loans a^ we can obtain I rom abroad. 
Bcfoio' we [noceed to eensider this point, it may be instruc- 
tive lo e impart tins iigiUO:' witii estimatts of I'ates ol capital 
investment in India ir: certain pre-war year’s. On tlie basis 
of some unpublished llguies. Dr. Colin Clark presents the 
following estimates of capital investments in the four quin- 
quennial periods ending in 1928. 

(!) A IM.im cl iv-cno-nn' I >»‘\'<'lc|)ni.'nl icr liuliii ( Uc|>iiln i'l>’ known 
as !>cuil»ay I’laii). 

i ■_') ( aill'iil!}|!i IM.Cl- 

Ck) I’oclc's IM-u:. 

(I) Uirla's la.tn. 

(ft) Kltai-cyiail Pljai ioi' Ayi icnlt tiT'c. 

:|' 1 iMvsi: >,•,!'( -lies Of! llus li;j\ c soiiv^lil to cst H 1 >! isl 1 a .systc- 

inaii*' corri’lal i< 'll hcfAvctai cafatal iijoi it s and tJic Iiai'I of real oiitpvil 

per muiiUKHir (wim-ii is a ;zo >.1 ind-x of r r'fjrifa rval inroTne). Wa do not 
aonsidor it nacassarv to antar into intriaata a daiilaiiotis has(Ml on tins (r( rivko 
tioJi tk<' applicaiViility of wliicdi to Indian aondil ions will in any aas^a bavo 
ta Im- (-.►. tahlisliod Ix'von l ro isonalila (loubt bv la-olonyad indiK't iva .studio^ . 
boforo it aan l.)a tiwad a.s a. 1)asis for ([uaut itaiA ast-imata.s. 
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Table 32 


Average Annual Rate of Investment 
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Adjusted for price changes, this rate of investment com- 
pai'fs favourably with that suggested in the minimum plan 
and under present day conditions we shall consider our- 
selve.s fortunate if wo achieve this figure. For. as we shall 
pre.sently see. this rate of investment constituted about 7 
pel' cent, of the national income thi'oughout the period 1919 
to 19.38, This brings us to llie question of the Supply of 
Capital, 

216. Unlike the statistics relating to investments, esti- 
mates of domestic savings are mostly a matter of analytical 
deduction. In his article on “Indian Capital Requirements” 
to which we have already referred Dr. Colin Clark com- 
bines the investment figures set out in Table 32 with the 
balance of payment figures tor the same period to arrive 
at an estimate of total savings (Table 33). 

Table 33 

Indian Investment and Satnngs 
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Foroign 
Exaruples: 
(a) U.S.S.R, 


This rate of domestic savings enabled the prewar rate of 
capital investment to be maintained. No comparable 
figures of savings for post-war yt'ars are available but one 
unofficial t'stimate’'' based on admittedly inadequate data sug- 
gests the actual emergence of dissavings in the years 1946-47 
and 1947-48 followed by a negligible amount of saving in 
1948 . 49 , when the rate of savings was said to be as low as 
14 per cent. We cannot accept the correctness of these 
figure.s. But liK're can be no doubt about post-war trends 
in general— that the rate of capital formation has declined. 
There must be a great national effort to recovei the 
ground lost in these years and attain levels of saving 
comparable to those of the pre-w'ar years. We would 
again emphasise that the figures given by us aie meie 
estimates indicating the size of the problem. 

217. In the course of our enquiry we heard a good deal 
of the examples of the U.S.S.R. and Japan. It was 
argued that if both these countries could raise the 
capital necessary for their development w’ithout appre- 
ciable aid from outside, why should not India do likewise 
with its admittedly better resources and higher industrial 
equipment? On this subject we would merely quote the 
following extracts from two authoritative wnters to 
show the strain to which the economy of these countries 
was subjected throughout the period of them intens.ve 
industrialization. Summarising Russian achievements m 
industrialization since 1926, Prof. W. A. Lewis writes as 


follows 


"Rapid industrialisation was the key note of Russian 
policy The annual increase of manufacturmg 
production in the United States was at its greatest 
at the beginning of the twentieth century, averaging 
9 per cent, from 1900 to 1906; from 1906 to 191a 
Japan, most vigorous industrialisor of all, 
averaged 11 per cent. The Russian planners did 
not thi.ak in such terms. The first five year plan 
demanded an average annual increase of 27 per 
cent and what is more, at the cost of considerable 
deterioration of quality, actually achieved 29 per 
cent according to the official figures. Lower tasks 
were set for subsequent plans. Nevertheless, in- 
dustrial production increased from 1929 to 1939 
by 382 per cent, a cumulative rate of increase of 
17 per cent, per annum according to the official 
figures. The official figures seem to exaggerate the 
increase not wilfully, but through the use of bad 
statistical techniques. The estimate of a careful 


The Eastern Economist t '\nnuai Niiralw^r 1948 — .\nniial N'limbw 1949. 
Ki-on-miio Survey, by W. A. bowls, p.p. 123-120. 


'inquirer is that gross industrial production in- 
creased from 1928 to 1937 at a cumulative late of 
182 per cent, which is still considerably in excess 

of what other countries have achievd this 

great investment could not be achieved without a 
great increase of saving, as foreign loans were not 
forthcoming. And the required saving was all the 
larger as the first plans for industrialization were 
to concentrate on building capital equipment 
rather than on increasing consumei's’ goods. 
Taking 1929 as 100 the consumers’ goods index 
stood at 362 in 1939 but the investment goods in- 
dex stood at 770. Moreover, investment in this 
period was by no means confined to industry. 
Every branch of the economy needed capital and 
was to have it — agriculture, communications, edu- 
cation. public health, housing, were all to have 
their share. Out of 64-5 milliard roubles to be 
invested under the First Five Year Plan, only 16*4 
were for large scale industry: the largest item was 
actually agriculture, with 23-3 milliard roubles 

An estimate by Prokopovitch shows savings 

increasing from 22 per cent, of the national income 
m 1928/29 to 31 pei’ cent, in 1929/30 according to 
the plan. Colin Clark rejects these figures on the 
ground that the prices of capital goods in Russia 
are artifically inflated, and offers an estimate of 
14 per cent, for 1934. This estimate is almost 
certainly too low. The United States was saving 
rather more than 14 per cent, of its income at 
the end of the 19th century, when it was certainly 
not making anything like the effort of the USvSR 
and many other countries have surpa.ssed 14 pei' 
cent., at some stage of their growth, including 
Britain, Germany, Holland, Norway and Japan 
Russia must have been saving at least 20 per cent, 
of her national income during the 1930's and pro- 
bably considerably more. Considering that coun- 
tries with the Russian standard of living are 
normally considered exceedingly thrifty if they 
save as much as 10 per cent, of their incomes, the 
immense strain of the Russian effort can be under- 
stood. The strain revealed itself in two important 
ways, in inflation, and in conflict with the 
peasants'’. 
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(fc) Tapan 


218. As regards Japan’s aggregate capital investments^ 
reliable statistics are difficult to obtain. One Investiga- 
tor’s estimate is as follows: 


Table 37 

Capital liwestments in Industry and Conimerce in Japan — 

1900—1936 
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These figures probably represent net and not gross 
investment and only investments in the Industrial and 
commercial sectors. As the author explains:* 


“The estimate of capital investment so obtained un- 
doubtedly errs on the conservative side. It ex- 
cludes much which has ordinarily been included: 
by economists treating the growth of capital in 
various countries. It excludes, for example, in- 
vestments by individuals (by the individual farmer 
in livestock, farm machinery, farm buildings, etc., 
by professional people, such as doctors, in buildings 
and equipment, by individual investors in build- 
ings etc.) and investment by local and national 
governments made from current revenues. It 
also excludes investments by the national Govern- 
ment for armaments, war, and all purposes other 
than economic undertakings. These various 
classes of investment have been excluded partly 
because it would be almost impossible to secure 
accurate estimates of the amount of such invest- 
ment but also because we are chiefly concerned 
with the process of industrialization with the 
accumulation, that is, of capital used in produc- 
tion. We deliberately exclude, therefore, national 
loans incurred for armaments and war and similar 
purposes. Investments by individual farmers 
and professional people are not deliberately ex- 
cluded, but the data are not available. These ex- 
clusions should be remembered in any compari- 
sons of the data used here for Japan with estimates 


♦World Economic Development by Engeno Staley, an l.L.O. I’nldication 
( 1945 ).! 
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Oi) me growth of capital in other countries by 
writers who do make provision for these other 
types of investments.” 

On the basis of some intricate calculations Dr. Collin 
Clark estimates the total internal savings of Japan out of 
which her industrial and commercial investments were 
•financed to be as follows : 


Year 

Not Internal Savings 

Net InU'rjiaJ sa^ 

r r h o nsan d Mi 1 lion 

ing.s as percen - 
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and concludes as follows: 

'Mapan in the early years of industrial development 
saved half of her entire income. This extraordinarily rapid 
development of production and savings may, perhaps, be 
attributed to the combined effects of: 

(i) the special circumstances of the years 1913-19. in 
which money national income rose four-fold with a 
considerably better rate of increase of wage rates; 

(ii) universal education since the 1890's onwards 
began to bear remarkable economic fruit from 
about 1910 onwards; 

(iii) the great extent of governmental and military 
direction of industry and of investment, even in 
those earlier years; 

(iv) the high proportion of income saved even by 
wage-earners, as shown by family budget studies"'. 

We have quoted these figures to show the degree of 
austerity to which the Japanese people were subjected 
throughout this period. The future pattern of large-scale 
industries as visualised in Chapter IX probably follow the 
main lines of industrial advance in pre-war Japan. The 
similarity would, however, be probably confined only to the 
pattern; we shall find it difficult to emulate the pace of 
Japanese industrialization. As a well informed writer has 
observed : — 

‘Tn a democratic country efforts to cut consumption 
or to keep it low, in favour of investment are sure 


Principles of Economic Planning by W. A. Lewis, p. ,54. 
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to be resisted. A government may get away with* 
planning for as much as 15-20 per cent, of the 
national income to be used for gross investment 
but if it tries to go further than this it will meet 
considerable resistance.” 

219. It is clear from the analysis in this section that the 
limits of industrialization — particularly in an under- 
developed economy like India’s are almost rigidly set by; 
the volume of internal savings that can be mobilised for 
industrial development unless foreign capital is available 
on a scale that will ease the strain on domestic resources. 
To this latter subject we turn in the following section. 

Section D 
Foreign Capital 

n'^ confine ourselves in this section to the general 

Capitfr import of foreign capital and to the form in 

which and the conditions subject to which such capital may 
most suitably be obtained. 

The analysis in paragraphs 215 and 216 discloses a big 
gap between India's domestic savings and its minimum 
capital requirements. It is clear that this gap can be closed 
only in one of the three ways — 


(i) by an increase in the rate of savings; 

{ii) hy cuitailment ol the pi'Ogramme of investment.s’ 
and 

fiii) by a combination of both these methods. 

The hindrances to any substantial increase in the rate of 
savings in the short-period have been already emphasized. 
Although we have reasons to think that these hindrances 
will be overcome gradually, we are doubtful whether during 
the next three or four years, India will be able to secure, by 
internal savings, the order of capital needed for its require- 
ments. The need for foreign capital thus becomes appa- 
rent. 

There is another reason why the country will need 
foreign capital in the immediate future. India’s develop- 
ment plans will entail heavy expenditure on capital goods 
and equipment, much of which will have to be imported' 
from abroad and paid for in foreign currency. 'With 
India’s present balance of payments’ position, the only 
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way of obtaining these imports would be to draw on 
accumulated savings like the sterling balances or to obtain 
capital from abroad. As the former is not convertible into 
dollars except up to limited amounts it is only through 
foreign loans, mostly from the hard currency areas, that 
India can solve its ‘'transfer'’ difficulties. 

There are besides other secondary advantages that India 
can derive from a judicious import of foreign capital. In 
so far as foreign capital is accompanied by technical 
“know-how’’, including results of industrial research lacili- 
ties for the tiaining of technicians, managers and adminis- 
trators m modern methods, the financial arguments in 
favour of the import of foreign capital are furthei' sti’eng- 
thened. 


221. Wc shall now deal with the pui-poses (oi which 
and the form in which foreign capital might be obtained Tiivesimeiw 
and the terms and conditions of its employment in the 
borrowing country. 

As regards tiie fields in which foreign capital should 
be invited, we have received a good deal of evidence. The 
consensus of (.)pinion is that, as a general rule, foreign 
capital should be confined to — 

(a) projects in the public sector of the economy 
which depend on the import ot capital goods, 
plant, machinery, equipment, stores, etc. from 
abroad, e.g. hydro-electric schemes; or on foreign 
technical assistance in the establishment or 
management of new lines of manufacture. 

(b) undertakings in the private sector which involve 
new lines of production, and where indigenous 
capital and management are not likely to be 
forthcoming. 

We are in general agreement with this view but would 
stipulate that in special cases, where the quantity of 
domestic production is small in relation to the total 
domestic demand and the indigenous industry is not likely 
to expand at a sufficiently fast rate there should be nothing 
to prevent Government from inviting foreign capital on 
such terms and conditions as they may lay down. 

222. The form in which foreign capital is obtained is ForcM of 
an important consideration. The choice of form will BorrwingB 
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depend on many factors, the rnoi-e important of which 

proposed to be 

(b) the nature of technical skill and managerial 
ability required to execute the project; 

<(•) tire productivity of the project m terni.s of goods 
and service; 

'ci) the ability of the country to organize its adnn- 

oHns a development 

plans; and 

(e) the preference of the foreign lender for a parfi- 
eular form of investment. 

J^roadly speaking, the mdireet form of investment will 
oe Mutable m all thosr> cases, where foreign capital is 

.d bv rnanulaylure.s of sod. ...luipmenl. I'o sod. 

r. "«■<■»»»■'.'' P'ln.ar.lv bo.ooso of 

or n official souiTes 

o qaasi-onicial ms.itutions lik,- the Inlernat.onal Bank 

^ Recunsliuction and Development or the Exnort 

Impod Boot i„ U.S..A. ,s u.suallv .n.do avodab.c in 

thro, S,"d, f* r" ‘‘"r"' <tblam..d 

■iicr such loans from the former body to finance its 

. evelopmental projects in the public sector and foreign 

natuinl development of India's 

natuidl esources is likely to be available only in this 

inrk^cmcieT'^Tffi'd' "'i mternational lend- 

wdl or equity form of investment 

m l be more appropriate in those cases where besides 
pa. technical know-how or technical knowledge 
or experience ,s also needed. In new lines of manu 
factuie, involving difficult processes with which domestic 
manufacturers or technicians may not be Sm.lm^^ 

1C equitv torm of foreign investment ensures the 
hi',’* techniques. In some fields m 

■f ri sector also. Governments may consider 

It desirable to enlist the services of foreign entrepreneurs 

enables^ facihtffis f foreign investment also 

qu.ckh and effectively than could be done otherwise. 



another advantage is the element of Ilexibility that this 
form can introduce in the loan contracts with foreigners. 
Equity investment, in which the investors’ return varies 
with the earnings of the enterprise or some other form of 
income in which the payment obligations to the investor 
similarly fiuctuate with business results enables the 
service charges on foreign loans to be ‘‘transferred to the 
lenders without the same amount of strain on the country s 
exchanges as a large burden of inflexible obligations might 
otherwise impose. 

The last two factors viz., (d) and (e) mentioned above, 
are equally important. The inability of some countries 
to organize their administrative and technical services may 
force them to relv on foreign participation and manage 
menl and to prefer direct to indirect investment. Simi- 
larly, tile choice of the formgn lender also mlluences the 
character of investment." We have mentioned these 
details to show the complexity of the issues that should be 
examiruHi bed'ore a decision to import foreign capital is 
taken in any [lai’tic'ular case. 

Whik' it should be the duty of State policy to create 
and maintain conditions favourable to the inflow ol all 
such foreign capital as desires to come to India, it must 
concentrate on the development of the domestic sources. 
Foreign capital can at bc'st supplement the country’s 
d o m e Stic* r c ' s o u r c c ' s . 


*('1'; Tho following oxtrucin from "Unito<l Sluto in World Economy 
m'onornic Sorie.s No. 23" pnblisliod by lOvS. Dopt. of ('oiriTnorcc : 

“The most promising outlet ler private American capitcal would 
s<M'm to be dire('t invest .men ts. During the inter-war |)eriod investment 
of capital in tlie form of enterprises partly or wliolly under American 
control yielded results that wen* in general more satishictory from 
.several points of vio\A than investments in foreign dollar i bonds ... . 
Muc’h miw be said for makiiig future direct invostments abroad under 
oonditions permitting appropriate financial and managerial particapa- 
tion by nationals of borrowing countries. Joint participation by Arneri 
<-an.s and foreign laisiness interests has already yielded excellent results 
ni some countries notably Canada and United Kingdom and similm' 
inetliods might well bo more extensively employed in other areas. This 
<;>xpedient serves to “nationalize” enterprises financed by alien capital, 
f o r«'duee the friction Ciommonly generated by absentee ow nership and 
thus to deter movemonts towards expropriation and various forms of 
tax and other diserimiration. It also provides opportunities for the 
development of technical and managerial skills among tho nationals 
of the borrowing countries”. 
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CHAPTER XVI 

PROBLEMS OF INDUSTRIAL MANAGEMENT 

Section A 

Industrial Management in the Private Sector 

In this and the next Chapter, we propose to discuss 
some pioblems of industrial organisation and management, 
vvhich have a close bearing on the competitive efficiency 
of Indian Industries and will increasingly afl’ect their 
capacity lor expansion. The impoitance of these problems 
\vvas not fully realised in the years before World War IT. 
1 he pattern of industrialisation at that time was compara- 
tively simple. By and large, manufacturing capacity was 
concentiated on a few lines oi production, in which India 
had a substantial comparative advantage, arising primarily 
horn the possession of raw- materials and cheap labour. 
Secondly, the forms of industrial organisation inherited 
fi om the British Industry and trade in this country were 
still dominated by their early traditions and pioneering 
quality. Comparative economic stability at home and 
abroad ensured the maintenance of fairly high standards 
of business management wffiile concentration on the few 
lines of manufacture, m which British and Indian capital 
was invested prevented wide divergences in these stand- 
ards from industry to industry. Thirdly, the absence 
of effective fiscal autonomy and the consequent pre- 
occupation with the issue of tariff protection diverted 
attention from the problems of internal reorganisation to 
those of tariff protection. The war had an upsetting effect 
on this economy. The closed and rapidly expanding 
internal market which gradually emerged threw the prob- 
lems of industrial organisation and management in the 
background; what really mattered in the war years and 
was understandably fostered by the Government of the 
day was the fullest possible utilization of the opportunities 
cieated by the w^ar. The conditions of the market enabled 
industries to expand, regardless of their growing costs and 
problems of management necessarily required little atten- 
tion. The cessation of hostilities brought these conditions 
to an end but the shortages resulting from physical produc- 
tion still prevented the emergence of a buyers’ market.. 
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;! This situation is now rapidly changing, but the balance ot 

payments position in the next few years will probably give 
:! the country some breathing space before the full impact of 

^ a competitive world economy falls on its trade and 

industry. It is against this developing background that 
the problems of industrial management should be viewed. 

Scope of 

224. Industrial management comprehends a whole range industrial 
of organizational and managerial problems connected with Managemextt' 
the conduct of an industrial undertaking from the produc- 

: tion to the final sales stage. Their variety and complexity 

will be seen from the illustrative chart on page 218 which 
we have adapted from a standard work on this subject*. 

Managing 

225. The traditional form of organization which controls .Agency 
higher policy in many established industries, viz., the 
managing agency system is peculiar to India. It came into 
being for- historical reasons which are well-known and has 
rendered signal service to Indian industries during the last 
seventy-live years. In the early days of industrialization, 
when neither enterprise nor capital was plentiful, the 
managing agents provided both, and India’s well-established 
industries like cotton, jute, steel, etc. owe their present 
position to the pioneering zeal and fostering care of several 
w^ell-known managing agency houses. During the inter- 

war years, how^ever, several abuses crept into the system, 
which were aggravated by the circumstances in w^hich 
business w^as carried on during World War II and the 
general decline in stardards that followed. In Chapter XV 
we have already referred to the ’effect of these abuses on 
the formation of capital. They also affect the quality of 
the direction and management of industries. We reiterate 
the recommendation we have already made in paragraph 
210 . 

I 

I 226. We now pass on to other aspects of industrial 

I * management connected with the initiation of industrial Service 

plans and projects and their execution. As early as 1916- 
19 the Industrial Commission observed that “deficiencies in 
business experience and practical knowledge of the techni- 
cal details is often a serious handicap in the way of its 
promoters than lack of finance’'. The position has improv- 
f ed — but not much — during the intervening 30 years. While 

1 (i) the larger industries established by the Government of 
India and (ii) the well-known large private industrial firms 


♦E. T. Klboiimo: Fvindamoiitals of Tnduslrial Administration, 194,1. 
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can and do command the services of confpetent experts, the 
majority of industrial undertakings are unable to do so. 

The difficulty is all the greater in the case of small indus- 
tries. Industries will benefit if Government organise 
a bureau which will obtain sucn information as intending 
industrialists mav need and bring them in touch with expert 
consultants. The good offices of our Trade Commissioners 
and Consulates should also be made available to them. 

During our tours, we have formed the opinion that in many 
industrial undertakings trained technicians are not employ- 
ed with the result that efficiency of production suffers. We 
recommend that oarticular care should be taken by indus- 
tries to anpoint duly qualified technical men and to train 
suitable men for such positions. The types of expert 
service that we feel our industries should develop aie 
those connected with plant capacity and production 
controL stores and organization control, raw material 
control, quality control and costing. 

Section B 

Indiistrial Management in the Public Sector 

227. The growing importance of the public sector inTheProblen 
India’s economy merits a special reference to the problems 
of management m Government and quasi-Government in- 
dustrial undertakings. The problems relating to the tech- 
nique of management of such industrial undertakings fall 
under the following heads: — 

(i) the problem of an appropriate form of organiza- 
tion: 

(ii) the administrative relations between this organi- 
sation and the appropriate authority in Government 
that must ultimately control major policy. The 
nature of these relations will, in their turn, deter- 
mine the limits of 

(a) administrative decentralization, and 

(b) financial delegation 

that must be made to the field organisation; 

(ill) the problem of personnel i.e., the creation and 
maintenance of appropriate administrative service 
to work these State or quasi-State undertakings: 

(iv) The commercial and financial principles that 
should be followed by these undertakings. 
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:rjT 3 es of 220. The types of Held organisation so far evolved in this 

PubiieOrga- country are as follows: — 

uisatiojis . a • i 1 

(a) the Board of Management consisting partly of 
ofiiciai and partly of nominated non-officials and 
usually presided over by the Minister or the princi- 
pal Administrative Officer concerned— functioning 
'through a General Manager or a Works Manager in 
charge of the day-to-day administration. 

(b) the public company type, where a number of 

officials and non-officials register themselves as a 
company with functions and powers as laid down 
in the memorandum of association — working 

through a General Manager in charge of the day- 
to-day administration. 

(ci the managing agency type, where the day-to-day 
management is entrusted to a managing agency 
house, which may or may not have financial interest 
but which is remunerated on such terms as are laid 
down in its agreement with Government. Govern- 
ment may or may not have their representation on 
the managing agency but even if they have, they 
havm no powers of control over the day-to-day ad- 
ministration. 

fd) the public corporation type, represented by the 
Damodar Valley Corporation in which an ad hoc 
authority is created by Statute, which prescribes 
the limits of its authority vis-a-vis Government and 
delines its duties and functions. 

We prefer the forms of organisation described in (a), (b) 

.and (d) above. The main principles should be: — 

(i) that these are worked under the Indian Company 
Law or a special parliamentary Act; (ii) that it is 
not essential that the entire capital in such under- 
takings should be provided by the State and there 
might be provision for participation by private 
capital; and (iii) that there should be a distinction 
between matters of policy and those of administra- 
tion— the former being within the responsibility of 
the Government, the latter of the field organisation. 
■Questions of policy include problems relating to in- 
vestment and finance, output and purchasing power, 
improvements in technique and organisation, effects 
of large-scale changes in domestic or international 
demand etc. The administrative questions cover 
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those reiating to matters of every day working in 
which immediate decisions on the spot are needed. 

The object of constituting these specialised organi- 
sations IS to endow them with the initiative and 
vitality of the best among the private enterprises 
and to enable them within the limits laid down bv 
statute or policy directions to take decisions from 
day-to-day with the same despatch and the same 
responsiveness to varying conditions of which 
private firms are capable. 

229. Now that the Government of India are committed ''t 

to policies of economic development and there is to be pyonomi*' 
also a nationalised sector in industries, the creation of a 
.specialised service visualised in the statement of Industrial 
Policy of 1948 has become urgent. In this the Government 
of India said: — 

“Such a service is needed for providing suitable 
personnel for (i) the departments of the Central 
and State Governments dealing with economic 
matters, and (ii) the nationalised industries”. 


We recommend that early steps be taken to constitute such 
an Economic Service. Selection may have to be made in 
the first instance from the existing services on the basis of 
specialised academic training and administrative experi- 
ence; also if possible from the ranks of business and trade, 
provided that suitable men with the requisite basic train- 
ing and experience can be found. Once a cadre has been 
initially constituted it should be maintained by periodical 
recruitment from the open market in the same way as 
officers are now recruited into the general administrative 
service. The members of this specialized cadre will have 
to possess the initial qualifications needed viz., high profi- 
ciency in Economics and allied subjects and to be given 
suitable opportunities to acquire experience in different 
fields of industry, commerce and finance and for this 
purpose may have to rotate between Government offices and 
private firms, provided suitable facilities for the type of 
training required can be arranged under appropriate 
terms and conditions. We have indicated the general lines 
of our thought on this subject; the details will have to be 
carefully worked out. We would only add that the con- 
ditions of this service should be such as to attract the right 
type of recruit. The need for such a specialised service has 
been brought to our notice by many witnesses. The follow- 
ing extract from the written evidence of the Federation of 
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Indian Chambers of Commerce and Indusfiv ropi cscr.'.':. '!;e 
views of many industrial and commercial bodies: — 

“The existing administrative organization will be in- 
adequate to deal with the obligations arising from 
Government’s acceptance of a comprehensive 
policy as regards fiscal and non-fiscal assistance to 
the industries. What is required is development 
of a new kind of public administration to deal with 
the State’s new and expanding functions in the in- 
dustrial field. This will mean toning up the pre- 
sent administration and adopting an essentially 
different technique of administrative team work. 
If the public service is to secure the best men it 
will be desirable to encourage freedom of move- 
ment between Government departments and pri- 
vately administered concerns. In the matter of 
new recruitment, the greatest attention will have 
to be paid to working out the best methods of 
attracting the right types and of assuring that 
technical as well as administrative ability shall be 
given the fullest recognition and scope for efficient 
service”. 

230. It now remains for us to indicate the commercial 
and financial policy that the Government or sc’mi-Govein- 
ment industrial undertakings should follow. Their stiuc- 
ture as well as conditions of woi'k sht)uld be such as to 
ensure— 

(a) that the community know'S the costs of what they 
are doing; 

(b) that the community is satisfied that this cost is 
equitably distributed; and 

(c) that the decisions of the public authority are taken 
democratically. 

Apart from the usual accounting safeguards and the obli- 
gation to submit periodical accounts in an approved or 
prescribed form, we would suggest the following 
measures ; 

(a) a periodical review of the working of these under- 
takings by a competent authority with a view to 
the assessment of their efficiency; 

(b) the constitution of a Consumers’ Council to be 
attached to each Government or semi-Government 
undertaking, with well-defined powers and duties 
which should include the study of cost statistics, 
price structure and price policy, enquiry into com- 
plaints from consumers about unfair practices or 
discriminatory treatment according to a definite' 
procedure laid down by Government; 
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(c) the constitution of a Tribunal on services and 
charges on the lines of the Railway Rates Tribunal 
with functions more or less similar to those of the 
latter; 

(d) each undertaking should submit '‘a business-type^' 
budget. The ac'counts should be maintained on a 
commercial basis and audited by a competent staff. 
These audit notes, with reviews thereof, should be 
placed before the Minister concerned so that Parlia- 
ment may be kept informed of the manner in which 
these undertakings are working and their cost to 
the community. 

231. The views we have* indicated above are purely 
tentative in character. The problems relating to the 
management of Government and quasi-Government con- 
cerns have been studied intensively in recent years in the 
U.K. and in the Dominions of Australia, Canada and the 
U.S.A. We suggest that a study of the experience in these 
countries should be made by a special officer and that 
suitable organisations should be evolved to ensure that the 
management of these concerns is conducted on sound 
business lines at a minimum cost to the community and that 
their operations are subjected to periodical scrutiny. 

SECTION C 
hidiistrial Research 

232. We now come to another aspect of industrial 
management that affects both the private and the public 
sector of the country's economy, viz. research as a factor in 
industrial efficiency. In paragraph 226 we referred to the 
Development Services in an industrial undertaking. This 
constitutes an increasingly important responsibility of the 
higher management in all modern industrial undertakings 
and we were happy to lind a growing recognition of this 
responsibility among the more enlightened section of busi- 
ness leaders in this country. It is an instrument of 
developmental policy that Research is important. 

233. Apart from one or two exceptions, industrial re- 
search has hitherto been unknown in India. Most industrial 
undertakings in India are of the small or medium type and 
they cannot afford individually to set up research centres 
of the proper type. It is only by co-operative effort that the 
benefit of applied science and technology can be brought to 
the doors of individual undertakings. 
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Organised industrial research in this country is of com- 
paratively recent growth. It owes its origin primarily to 
the work of the Technological research institutes attached 
to the various commodity committees, like the Indian 
Central Cotton Committee, Indian Central Jute Committee, 
the Indian Central Lac Cess Committee, etc. which were 
set up in the inter- war years. As these Committees were 
primarily concerned with agricultural aspects, the contribu- 
tion of these institutes to the development of manufacturing 
processes was comparatively small. Nevertheless they 
served to focus attention on the importance of research in 
the development of agriculture and industry. Apart from the 
laboratories attached to these commodity committees, cer- 
tain independent Research Institutions have been estab- 
lished in the different parts of the country. They have 
primarily concerned themselves with basic scientific and 
technological problems arising out of the application of 
science to industry rather than with the specific short and 
long-term problems of industry. Their activities have not 
therefore appreciably^ benefited the industries of the country. 
This has been due largely to the lack of continuous contact 
between these institutions and the major industries. 

234, The possibilities of industrial research are limitless; 
and it will be prudent in the next few years to accord 
priority of consideration to the problems connected with 
the following aspects of industrial management: — 

(i) Processes of Production . — Research under this 
head will cover — 

fa) the raw materials used in manufacture, e.g. 
the treatment of raw materials to improve their 
quality, to condition them for particular proces- 
ses and to vary their characteristics; also 
investigations into the suitability of substitutes; 

(b) the technical processes employed in an industry; 

<c) the improved use and lay out of existing plant 
and equipment. 

(ii) WorJdng conditions in factories and their effect 

on the health and efficiency of personnel . — Research 

under this head will include investigations into — 

(a) industrial surroundings, e.g. atmospheric condi- 
tions, lighting, noise, dust, smoke etc. 

(b) Methods of work — 

fi) Physiological aspects 
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(ii) psychological aspects 

(c) physical and mental disabilities caused by work- 
ing conditions. 

({iii) Market Research . — Problems under this head 
will include — 

(a) Methods of distribution 

(b) Methods of publicity 

(c) Consumers’ preference 

(d) Measurement of market potentials or buying 
power. The long term importance of this type 
is seldom recognized but with the rapid emer- 
gence of competitive conditions both at home and 
abroad and the changes in the pattern of our 
export trade that appear to us to be inevitable 
in the long run. this item of research is perhaps 
more urgent and will probably become of more 
commercial importance than people generally 
realize. 

(iv) Management Research . — Investigations under 
this head will be concerned in the next few years 
with personnel administration and employer-labour 
relationships in their purely administrative aspect. 

The principal objects of such research should be (a) to 
improve the quality or usability of raw materials, (b) to 
improve the quality of finished products, (c) to improve the 
quantity of finished products per unit of raw material and 
{d) to increase the efficiency of industrial processes as 
measured by physical output per man hour. 

235. There are two aspects of research on which we re- 
ceived some evidence and on which we should like to say 
a few words. First, it is clear that the establishment of 
Industrial Research institutes should be the joint responsi- 
bility of the Government and of the industries. An out- 
standing example of co-operation in industrial research is 
the Research Institute organized by the Ahmedabad Textile 
Industry Research Association (ATIRA). We were happy 
to find that the assistance given by Government towards the 
establishment of this Institute was appreciated by the 
Industry and we would commend similar assistance 
to the other organized industries of the country 
on a co-operative basis. Sec. 10 (2) Clauses 

XII, XIII and XIV of the Indian Income-tax Act lays 
down the terms and conditions on which income-tax relief 
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for expenditure incurred on research is ordinarily avail- 
able, and although some witnesses commented on the 
onerousness of the provisions of clause XIV of this section 
(which relates expenditure of a capital nature) we have 
no doubt that in suitable cases the Government of India 
would be prepared to interpret these provisions in a liberal 
spirit. 

Secondly, it is essential that the work of the Research 
institutes organised by private industry should be integrated 
with the activities of Research Institutes established or 
administered by Government or quasi-Government authori- 
ties. In the first place, the respective spheres of research 
organised by the Universities; and of the national laborato- 
ries established under the Council of Scientific and Indus- 
trial Research or the Technological Research laboratories 
attached to the commodity committees; and of specialized 
Institutes like the Indian Institute of Science, Bangalore, 
should be cleaiiy defined and their interrelations worked 
out. The further question of linking up organized indus- 
tries with institutions engaged in industrial research in a 
much more continuous and effective manner than the pre- 
sent arrangements permit must also be tackled urgently. 
In the absence of any real research consciousness in industry 
till lately and the paucity of scientific and technical person- 
nel of the appropriate calibre in the management of under- 
takings, it was futile to expect that the industry would be 
able to make an intelligent reference of precise problems 
to a body of scientists functioning in a distant Government- 
sponsored or Government aided Research Institute. The 
latter in their turn were remote from the problems of the 
industry and possessed little awareness of the scientific or 
technological difficulties of industries. It is to the bridg- 
ing of this gap that all parties concerned should direct their 
efforts. A competent observer familiar with the problems 
of industrial research comments as follows on our present, 
position: — 

“We have seen why in India the laboratories attached 
to commodity committees and those of independent 
research institutes and universities have failed to 
play an effective role in industrial research. 
Conditions here are to some extent similar to what 
they used to be in England in industries such as 
textiles some 20 or 30 years ago. There are a 
number of manufacturing firms of small or 
medium size and practically none with a large 
enough scale of operations to afford or justify the 
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establishment of private industrial research labora- 
tories on an adequate basis. Perhaps the only ex- 
ceptions to this are the iron and steel, and the 
cement industries. But conditions in these are 
quite peculiar and are not representative of any of 
the other major industries. The only solution is to 
have co-operative research associations attached to 
major industries. This was precisely how the 
problem was tackled in England and on the whole 
it has been vei'y successful. In the United States of 
America, the conditions are totally different. In 
that country most industrial research has been done 
either in the private laboratories of huge co- 
operations or in industrial fellow-ship laboratories 
such as the Mellon Institute. It is fairly obvious 
that for some time to come, till there is much 
greater research consciousness and the size of units 
increases, we shall have to develop our industrial 
research somewhat on the lines of the British 
model. 


■'‘Tt would be quite legitimate for Government to run 
the National Physical Laboratory and the National 
Chemical Laboratory as Government Departments. 
It is because these laboratories are expected to 
fulfil the roles of fundamental national importance 
such as of standardisation and basic developments 
in physics and chemistry. However, it would be 
tragic if any of the other laboratories are run as 
Government departments. This point needs great 
'emphasis because unless industry is actively asso- 
ciated in the financing and management of its 
•own particular research association, these labora- 
tories would suffer from the same isolation that 
has paralysed attempts at industrial research in 
the past. Scientists working in an industrial field 
must have immediate and welcome access to indus- 
trial plants, and they should also be confident 
that what they are doing is not merely of academic 
interest, but will be given a trial under actual 
working conditions in the industry itself. Funda- 
mental research has its own reward. The main 
reward that applied research can hold out to any 
worker is the possibility of practical utilisation. 
If this dynamic link is missing, we shall have 
created nothing that is going to contribute to the 
industrial progress of this country. All these other 
laboratories therefore should be removed from the 
control of C.S.I.R. and put in charge of autonomous 
research associations with major responsibility 
placed squarely on industry.”'**' 

♦ExlTHCt-H from a note .snljmiMed to Uie OaramiKsion by the Director . 

ATIK A, Ahn len abad. 
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Section D 

236. There is one related subject to which we shall make 
quality con- a passing reference in this context, viz. the problem of 
standardization. Upto now not much attention has been 
paid by Indian industries to produce goods of standardized 
quality and specifications. For a variety of reasons, which 
are now widely understood and appreciated, the need for 
standardization and control of the quality of Indian manu- 
factures has now become urgent. The Export Promotion 
Committee has recently drawn attention to this urgency in 
the case of exports; the urgency is no less in the domestic 
sphere. First, without standardization, it would be ex- 
tremely difficult to bring about a closer integration of the 
different branches of the industry. This is of particular 
importance in the developnient of small-scale and cottage 
industries, which may act as feeders to large-scale indust- 
ries. Secondly, standardization and quality control are 
important from the point of view of reducing w^astage in 
raw’' material consumption and facilitating the fuller 
utilization of man-pow’'er. Thirdly, standardization and 
quality control are important if manufacturers and traders 
have to retain their hold on the domestic as well as the 
foreign market. Lastly, w^e attach special importance to 
standardization and quality control in the case of the pro- 
tected industries. 
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237. We had the benefit of hearing the representatives of 
the Indian Standards Institute who appeared before us. W’'e 
understand that this Institute has already issued ten Indian 
Standards and circulated other draft standards among 
interested parties throughout the country for their com- 
ments or suggestions. 


The main principles underlying the preparations of the 
draft standards appear to be the same as in the preparation 
of the British Standard specifications, viz.: 

(i) that the specifications should be in accordance 
with the needs of the industry and fulfil a generally 
recognized want; 

(ii) that the community interest of producer and 
consumer should be maintained throughout the 
work; 

(iii) Standardization should be arrived at by general 
consent; 



(iv) periodical review and revision should be under- 
taken to prevent crystallization of standards and to 
keep them abreast of technical progress. 

The principles on which the Indian Standards Institute 
frames its specifications conform to what is best in current 
practice-providing a generally suitable standard of perfor- 
mance, quality or dimension and an equitable basis for 
tendering. While we are in general agreement with the 
principles enumerated above, we suggest that at the present 
time when the authority of industrial associations over their 
constituent members still remains to be established and 
their ability to enforce minimum codes of business ethics 
is limited, there would seem to be a prinia facie case for 
making the observance of the approved standards obligatory 
on the industries concerned — at any rate on those indusiries 
which have a large export market or which provide the raw 
materials of exportable commodities. The difficulties of 
compulsory enforcement of standards are easily understood 
and we would suggest that the problem should be carefully 
examined by Government at least in so far as the principal 
items in India's export list and the principal articles of 
consumption are concerned. 

We understand that certain tentative pi'oposals relating 
to the use of LS.L certification marks on a voluntary basis 
have been already framed by the Indian Standards Institute 
and are now awaiting the consideration of Government. 
The draft Bill has been framed on the lines of the BSI 
certification making scheme, and its provisions will probab- 
ly be administered in the same way as the Agriculture 
Products (Grading and Marking) Act, 1947. In the present 
organization of industries and the state of the internal 
market, the use of the measure in the domestic market will 
be necessarily limited, but it may be used with advantage 
for the standardization of commodities which enter into 
the export trade. In any case, pending stricter regulation, 
and control over quality, the scheme may be given a trial. 
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CHAPTER XVII 

LABOllR EFFICIENCY IN RELATION TO INDUSTRIAL 
DEVELOPMENT 

Section A 

Prohle7ns of Labour Efficiency 

238. W e now propose lo consider some problems relating 
10 labour-efficiency which have a direct bearing on the 
Tempo ol industrialization, and affect the competitive posi- 
tion of Indian Industry. We shall confine ourselves in 
this Chapter only to these issues. There are other aspects 
of labour, perhaps more important, which must obviously 
be taken into full account in any appraisal of the place of 
labour in Industrial Society. We are not concerned with 
any such comprehensive enquiry. Our interest is only to 
elucidate some of the factors that affect labour efficiency 
both in the short and the long period and through it the 
course of industrialization. 

w39. The concept ol labour efficiency is not free from 
obscurity, and it is not easy to find a formula that will 
measuie it in space or time. It is possible on any particular 
date to measure the efficiency of labour in a particular 
industrial undertaking by the amount of physical output, 
and the criterion of output per man hour (O.M.H.) or output 
pei man-shift (O.M.S.) has been often used for this purpose. 
But it is difficult to use this formula to measure the relative 
efficiency of labour in two undertakings in different periods 
of time. To use it for international comparisons is, of 
course, still more difficult. The pitfalls in the application 
of this formula arise from the fact that out-put per man- 
hour or man-shift is not always a function of one variable, 
viz., labour. The other factors that affect labour-efficiency 
are many ; — 

(i) the physical conditions of w-ork in the factory or 
the mine; 

(ii) the nature of the lay-out of the plant; 

(iiit the nature of the technical processes; 

(iv) the nature of the assistance which the worker 
obtains from the use of improved tools and 
equipment: 
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(v) the quality of the raw materials which the labour 
force has to use; 

(vi) the systems of management and remuneration 
which induce the labour force to work better or 
worse. 

'The relative importance of these factors will vary from 
undertaking to undertaking even within the same country, 
while the range of these variations in international compa- 
risons will be enormous. It is. therefore, essential in any 
comparisons of the relative efficiency of labour either in 
space or time that these qualifications should be carefully 
borne in mind and due allowance should be made for them. 

240. Many investigations into labour-efficiency have been 
carried out in the U.S.A., the U.K. and other countries, and 
international comparisons of labour efficiency have also 
been undertaken in some cases.’*' The absence of relevant 
statistics makes similar studies almost impossible in this 
country. Till they are available, material for study can be 
obtained only by intensive ‘^sample” enquiries in indust- 
ries for which production and employment statistics exist 
over a long period and for which information is also 
available about their progressive capitalization during the 
period under investigation. In almost all the places that 
we visited, industrial and commercail interests complained 
of deterioration in labour-efficiency that had taken place 
during the last few years, and argued that the margin 
for increase in efficiency even under existing conditions, 
of plant, equipment and management, was considerable. 
Representatives of labour rarely challenged the fact of a 
fall in efficiency but were generally inclined to attribute it 
to causes outside the control of labour. We reproduce 
typical figures that were brought to our notice. The 
Chairman of the Tata Iron and Steel Company in his 
speech at the Annual General Meeting of the Company 
held in August 1949 referred to the decline in the efficiency 
■of labour in the following terms: — 

‘‘Whereas the average labour cost per ton of finished 
steel has gone up from Rs. 31*54 in 1939-40 to 
Rs, 92*80 in 1948-49, the average output of finished 
steel per employee has declined from 24*36 tons 


♦For a. staidy of tlie technique of arifilyrtis on this ditfticult object, the 
interested i’o;ider may refer to tlie well-known investijjations by Rzekiel 
Weintraub and Douglas as regards the real oia-put per man-hour in Amorican 
Manufacturing Tndustry during the last fifty year.s; to similar studies by 
Rawe, Goodes, Cioin Clark and others in the U.K. and to the more recent 
internai^ional caparisons (tarried out by L. Rostas. 
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in 1939-40 to 16*30 tons in 1948-49. While the 
increase in labour cost can be explained to a great- 
extent by the increase in the cost of living it is 
the decline in the output per head by nearly one- 
third which is an index of the prevailing malaise^ 
and which causes serious anxiety. The number of 
men employed in (your) company is not only 
several times the number required for the same 
output in advanced countries like America and 
Europe, but is far in excess of the number of men 
required even under Indian conditions. This is- 
particularly so in the maintenance departments 
where, ironically enough, the men who have 
reKiently had the largest increase in emoluments 
have given the greatest trouble. The output per 
miui in our structural shops is half a ton per 
month, whereas the average output per man in 
similar shops in the United States is 5 tons per 

month We have been advised by experts 

that in our maintenance departments the majority 
of the men are working at one third to half of 
their capacity even under normal Indian condi- 
tions’’. 

Similarly, in course of their evidence befoi*e us, the repre- 
sentatives of the Indian Mining Association gave figures to 
show that the output of the coal mines had fallen in relation 
to the number of men engaged in coal mining and later on 
anothei association followed this up with some figures 
showing output per man-shift in the different countries. 

South Africa— 1' 907 tons. 

United Kingdom— 1 • 100 tons. 

Poland — 1*524 tons. 

France — *715 tons. 

India — *354 tons. 

For reasons which we have already mentioned we are un- 
able to assess the value of these figures as a measure of the 
relative efficiency of labour in the coal industry, although 
therr significance in the relative efficiency of the coal 
industry of India as a whole vis-a-vis coal industries in 
other parts of the world is apparent. While we cannot 
commit ourselves to precise statistical comparisons, the 
indications are clear that in recent years there has been an 
appreciable fall in labour efficiency and this represents 
a problem that must be energetically tackled in a co-opera- 
tive spirit by Government, Industry and Labour. 

241. The characteristics of Indian Labour — its migratory 
nature, the high degree of preference it attaches to leisure, 

Its resistance to high-pressure effort and rigid discipline- 
are all well known and have their origin in the agricultural 
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character of the labour force, climatic conditions and other 
causes. For these permanent factors, there are only long 
term solutions — improvement in health and hygienic con- 
ditions and the growth of the co-operative spirit. We are 
here concerned with the causes of the recent deterioration 
in labour-efficiency. The evidence on this subject was 
indefinite as was to be expected and the main causes 
mentioned were : — 

(a) the rigidity of the existing wage-contracts; 

(b) the growing strength of the labour movement, 
which restricted the employers’ right to control his 
labour: 

(c) increasing propensity for leisure resulting from 
higher wages; 

(d) growing social consciousness among the labour 
force which somelimcs resulted in dissatisfaction 
witl'i the traditional methods of management; 

(e) a silent massing of opinion in labour circles in 
favour of ''sharing work" rather than “reduce ’ the 
volume of employment by intensive effort. 

If the foregoing analysis is correct the solution of the 
problem of labour efficiency would rest in the short-period 
on an effective machinery for collective bargaining and 
arbitration and sound employer-lab()ur relations; and in the 
long run on training and education and on far-seeing 
management of business undertakings. 

Section B 

Industrial Relations as a Factor in Labour Efficiency 

242. The establishment of sound Employer-Labour 
relations calls for intense positive effort at many different 
fronts, and is fundamentally different from the prevention 
or settlement of industrial disputes. In the past, labour 
policy has been primarily concerned with the latter, and 
machinery of varying degrees of comprehensiveness has 
been evolved from time to time for conciliation, adjudica- 
tion and arbitration. The object of these schemes was 
primarily to settle conflicts as they arose and only secon- 
darily to remove the causes that gave rise to them. We 
feel that more and more in future the machinery for the 
settlement of trade disputes will have to be geared to a 
more positive plan for the promotion of a co-operative 


234 


spirit in business administration, in which the respective 
functions of labour and management will be carefully 
laid down and in which both parties will function in a 
spirit of service to the community. The beginnings of 
this co-operative approach towards industrial problems are 
to be seen in the Industrial Truce resolution passed at the 
Industries’ Conference held in December, 1947. In order 
to attain the objectives of the resolution, the conference 
recommended — 


(a) that the fullest use should be made of statutory 
and other machinery for the resolution of indus- 
trial disputes in a just and peaceful manner; 

(b) the establishment of machinery for the study 
and determination of fair wages and conditions 
of labour and fair remuneration for capital, and 
methods for the association of labour in all 
matters concerning industria] production; 

(c) the constitution of Works Committees for the 
settlement of disputes: and 

(d) the examination of the problem of industrial 
housing. 

After the adoption of this resolution, the number of man- 
days lost has decreased: — 


Y o, t r 


1 1>47 
194 s 
1949 


I’ot fil iniiiilxor of 
irtan-dayR lost 

1 ,380,0t)0 
(>0.3, 000 
541,000 


We hope the Trade Unions Bill and the Industrial Rela- 
tions Bill now before Parliament will, after such adjust- 
ments as may be necessary to secure agreement between 
the interests concerned, further strengthen the founda- 
tions of industrial peace in this country. 

A further step in the implementation of this positive 
policy would be more active cooperation between manage- 
ment and labour in industrial relations. We are happy 
to find that the need for this was authoritatively recogni- 
zed by representatives of Industry and Labour at the 
Second Session of the Central Advisory Council of Indus- 
tries when they passed the following resolution: — 

• The Council considers that in order to place indus- 
try in a healthy competitive position, both for 
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supplying internal needs and for increasing exports, 
production must be increased, quality must be 
improved and costs and prices reduced. This will 
require more efficient and better forms of manage- 
ment, rationalisation of plant and machinery, fuller 
utilisation of installed capacity, and higher produc- 
tivity of labour. Individual proposals for effecting 
such improvements will in many cases be mutually 
agreed to by management and labour in their 
common interest. The Council recognises, how- 
ever, that where such proposals involve large dis- 
placement of labour, intervention of Government 
may become necessary. Realising that these im- 
provements on a large scale can only be effected 
according to a well planned programme of econo- 
mic expansion and industrial reorganisation, tlie 
Council recommends that a special committee or 
committees should be appointed to study the 
problem, with the assistance of such technical 
experts as may be necessary. These committees 
should deal with the essential industries in the 
first instance, a list of vrhich will be indicated by 
Government. Their reports will be considered by 
the Standing Committee of the Council which it 
is proposed to constitute, and Government will 
take suitable action on its recommendation". 

This resolution appears to have been considered at a 
meeting of the Standing Committee of the Central 
Advisory Council of Industries which endorsed the consti- 
tution of Working Parties on the lines of the Tripartite 
Parties which were set up in the U.K, shortly after the 
first labour Government came into office in 1945. We 
note that the Government of India have recently consti- 
tuted three working Parties on the Cotton Textiles, Coal 
and Heavy Engineering Industries. In Appendix VIII, we 
reproduce the resolution passed by the Standing Com- 
mittee and would like to emphasise that rationalization 
in all its aspects holds out the only hope of adjusting costs 
of production to the level of costs elsewhere, and maintain- 
ing the competitive position of Indian industries both in 
the domestic and the external markets. 

Section C 
Training of Labour 

243. We now turn to an important factor which affects 
Labour-efficiency in the long run, viz., of education and 
training. In course of our enquiry, many witnesses spoke 
to us about the need for technical training of different 
grades of labour and the lack of necessary facilities for 
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this. The witnesses representing the Ministry of Labour 
have explained to us the schemes of technical training 
that the Government of India are administering in colla- 
boration with the States and as we think that the main 
facts about these schemes should be widely known, we 
give below a brief description of them. The Ministry 
of Labour have the following schemes in operation at 
present: — 

(i) Technical, vocational and apprenticeship train- 
ing schemes for ex-servicemen; 

(ii) technical. vocational and apprenticeship 
schemes for displaced persons from Pakistan; 

(iii) schemes for the training of Instructors for the 
Government's training centres. 

The first scheme was instituted in Alarch. 1946, shortly 
-after the termination of the War; the second early in 
1948 and the third in April 1948. The object of the first 
two schemes is to provide facilities for training to ex- 
servicemen and displaced persons in certain trades and 
particularly engineering and building trades, and voca- 
tions particularly non-engineering trades and occupations 
i.e. mainly cottage and small-scale industries. The appren- 
ticeship schemes provide for training facilities in factories 
and workshops in collaboration with private industry. 
The scope of the two lechnical and vocational training 
schemes has now* been extended to include other adult 
civilians possessing ceriain minimum, qualifications — 
generally two standards below the Matriculation Stand- 
ard— except for certain trades for which the minimum 
standard will be a pass in matriculation or its equivalent. 

We understand that upto the end of January 1950 over 
25,000 trainees have passed out of these centres. Every 
effort is being made to make this training thoroughly 
practical and efficient. We trust that industrialists will 
keep themselves in touch with these centres and draw on 
them for the trained labour they need. 

Besides the training schemes run by the Ministry of 
Lcibour there are other training schemes wiiich are under 
the control of other Ministries of the Government of India. 
Thus, the Railw^ay Boaid. the Ministry of Works. Mines 
and Powder, and the Ministry of Education — to name only a 
few of the more important of the departments concerned — 
administer schemes of practical training either directly or 
through the State Governments. 
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244. There is one important lacuna in our schemes of 
technical training, which we brought to the notice of the 
representatives of the Ministry of Labour. The facilities 
that now exist in this country for the training of techni- 
cians of the foreman class are extremely limited, with the 
result that in many lines of manufacture, India has still 
to depend for this type of technical ability on foreign 
sources of supply. In any scheme of technical training 
•intended to promote the supply of this type of skilled 
labour it is essential — 

(i) that the preliminary selection of trainees should 
be made out of technicians who have already 
worked in a factory and have had opportunities 
to familiarise themselves with the technical pro- 
cesses of particular branches of the industry for 
some years and 

.(ii) that the training imparted should be of such 
a high calibre as to enable them in due course 
to take independent charge of particular technical 
processes in the industries from which they were 
recruited. Such a scheme can work only if the 
major industries are prepared to take a long view 
of their personnel requirements and assist in a 
programme of high-grade training in specialized 
technical institutions. Institutions for such train- 
ing should be organized and controlled by groups 
of industries with the cooperation of the Govern- 
ment. We have in mind technical institutes of the 
type of the Technological Institute recently estab- 
lished in Calcutta under the auspices of the Indian 
Jute Mills Association. 

245. We shall now conclude with a few observations 
<on the training of technologists as distinct from techni- 
cians. A trained technician may be defined as a man who, 
without aspiring to reach one of the directing positions in 
industry, is nevertheless fully competent to understand, 
control and maintain the technical processes committed 
to his charge. A technologist, on the other hand, is a man 
■‘capable of appreciating the latest progress in research 
laboratories and applying the results to practical engineer- 
ing or processes in industry’h* The object of training in 
the former ca.se is to train a body of men in specific skills 
with such tools as are required for those skills; the object 
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of training in the latter case is to create a different type 
of men, who will be familiar with the principles of science 
and be able to apply them to the problems of industrial 
engineering or processing technique. The circumstances 
of industrial development in India during the last fifty 
years did not favour the rise of this technological class; 
tne industries relied on foreign specialists or consultants 
for high-level technical advice. The measures recently 
taken to strengthen technological education through the 
activities of the All India Council of Technical Education 
and its Boards of Studies have expanded the facilities for 
technological education in this country. The establish- 
ment of an Institute of Higher Technology at Hijli (West 
Bengal), modelled on the lines of the well-known Massa- 
chusetts Institute of Technology in the U.S.A., is a notable^ 
step in the same direction, but clearly there is need for 
more institutes of this type. 



CHAPTER XVIir 


TERTIARY PRODUCTION IN RELATION TO 
INDUSTRIAL DEVELOPMENT 

wSection a 

Significance of Tertiary Production 

246. In this Chapter, vve propose to discuss the role of 
some forms of tertiary production in industrial develop- 
ment. Tertiary production consists of a type of economic 
activities, the more important of which are distribution, 
transport, public administration, domestic services and all 
other activities producing non-material goods. Its impor- 
tance in the process of industrialization is often ignored, 
and yet it influences this process in two significant w^ays. 
one direct and the other indirect: 

(a) first, by ci’eating conditions necessary for such 
industrialization, e.g.. roads, railway. transport, 
shipping, etc. and 

(b) secondly, by opening new avenues of employ- 
ment which, in their turn, increase the effective 
demand for industrial goods. 

In Chapter Vlll we have included a tabular statement 
showing the pi’oportions of gainfully employed popula- 
tion in the difierent forms of production. It will be seen 
from columns 4 and 5 of tliis table that the percentage of 
population engaged in tertiary production exceeds the 
percentages engaged in Industry and Mining. In our own 
country, the relevant percentage is 17 according to the 
above Table, but 23*2 according to Dr. Colin Clark's calcu- 
lation.* In any case it is clear that the percentage of 
gainfully occupied population engaged in different forms 
of tertiary production is higher than the percentage 
employed either in Industry or Mining. As the process 
of industrialization is intensified, the relative importance 
of tertiary production to total employment will increase. 
For ‘‘industrialization does not merely consist in the 
development of secondary industiies. It also induces or 
is conditioned by a parallel growth of services such as 


♦Conditions of Econoimic Progress, TaVilo on (>. 171), Chapter 
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transport, distribution, banking and insurance, adminis- 
tration, the liberal professions, etc/’* 

In what follows, we propose to refer to the following 
ser vices 

(a) Road Communication 

(b) Railway Transport 

(c) Shipping Services 

(d) Banking Services. 

Section B 

Some Specific Industries and Services 

247. The facts about road communication in India are 
fully set out, with a wealth of statistical detail, in a Gov- 
ernment publication entitled the “Basic Road Statistics 
of India. 1948”. The following Table shows the mileage, 
nature etc. of roads: — 


Table 35 

Road mileage in British India for various years 


j Roads maiiitain- 
od by Public 
' .Autboril j(‘s 

1 Roads mairitaiiiod 
' by Local Bodies 

3\)tal Length of aU 
Roads 


Motalletl 1 

j 

j Uiime- 
tallod 

Metalled 

f XJiiinotal- 
led 

Metalled 

ITninelnb 

led 

! 

1926-27 . ' 

26.sr)0 ' 

! 20,920 

1 

32,260 

119,1 10 

69,110 

140,030 

i937.38 . 

24,236 

ir,,i58 

39,470 

206,327 

C3,706(c) 

220,485 

1943-44 . 

31,349 

17,920 

38,027 

139,367 

69,976 

1. '57, 287 


> (■) Decroiisf in tniioage rliio to sopa^at oii of Burma and Shan Stat(‘N. 

Source: Ministry of Transport: Basic Road Statistics of 
India. 1948. 


The importance of road communication in the economic- 
development of a country like India where the villages 
lie scattered about far away from the railways hardly 
needs any emphasis. We had the advantage of examin- 
ing the representatives of the Indian Roads and Transport 
Development Association in Bombay. The current Roads 
Policy is based on the recommendation of the Indian 

♦njDTTSTBTAI.T/AnON OV BACKWAKD AEEAS by K. Mendei- 
bawm {pajtfl 22). 
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Hoads Congress held in December 1943. The main recom- 
^mendations of this Conference were that: — 


‘(a) roads should be divided into four classes, namely, 
national highways,, provincial or state high- 
ways, district roads and village roads; the national 
highways to be the frame work for the country's 
road system; 

i b) al] these classes should be regarded as of impor- 
tance for the national welfare; one class should 
not progress at the expense of another; develop- 
ment should be balanced as between the classes 
and proceed in a planned sequence; 

ic) the Centre should assume financial liability for 
constructing and maintaining national highways 
according to a plan which would also provide for 
balanced development of other classes; the Centre 
should have an effective say in the use and control 
of national highways; and 

(d) co-ordination and control should be exercised by 
an independent Road Board with adequate financial 
power and sufficient authority to execute a statu- 
tory plan and carry out day-to-day administration; 
the Road Board being guided in matters of policy 
by an Advisory Council.'’ 

In pursuance of these recommendations, the Government 
of India have embarked on a policy of construction of 
national highways under central control and direction. 
''The other three classes of roads were left to be developed 
by the States with particular reference to marketing and 
bringing every village within half a mile of a public road”.’’ 
While we appreciate the reasons for the importance attach- 
ed to national highways, we feel that one consequence of 
recent policy has been to tip the balance heavily against 
- roads of ^local” as distinct from “all-India” importance. 
We attach the greatest importance to the development of 
village and district roads for two reasons. First, they are 
an essential precondition to the reorganisation of our agri- 
culture. Secondly, it is impossible to contemplate any 
large-scale development of cottage or small-scale industries 
in the rural or semi-urban areas or any plan of industrial 
decentralisation without a net-work of district and village 
roads. That these roads will ultimately justify, even from 
the narrow financial point of view, the capital outlay 
incurred on them was the conclusion reached on the results 
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of a “pilot” road survey undertaken at the request of the- 
Government of India by the Indian Roads and Transpor 
Development Association, Bombay in 1943. Some extracts 
from the Report of this Survey are given below : 


"The survey which was carried out with the fullest 
co-operation of the Provincial Government, the 
Director of Agriculture and local bodies arid local 
officers of the area concerned, showed that finan- 
cial benefits to the community would occur under 
three main heads, increase in land under tillage, 
greater cultivation of money crops including fruits 
and vegetables and savings in transport costs, in 
the selected areas, the financial benefits to the 
community under these three heads were estimai- 
ed at Rs. 12 lakhs per year, whereas the newssary 
roads including satisfactory maintenance for 2U 
vears would cost less than Rs. 4i lakhs annually, 
including 3.Vv interest on a road loan redeemed in 
these 20 vears. Thus, for every 100 rupees spent 
on roads: the return through increased earnings 
to the community would amount to Rs. -77. ^ fi'^ 

is independent of the inevitable rise firstly in the 
revenues to Government from various sources such 
as land revenue, income-tax and motor transpon 
taxation and secondly in the additional traffic with 
which roads would feed the Railways. A still 
oreater asset would be the social advancement of 
The community through educational progress, pro- 
vision of health services, personal enjoyment and 
the provision of the many other amenities ol 
civilization, not capable <)f _measurement in terms 
of rupees, annas and pies. ’ 


We. therefore, recommend that, consistent with the needs 
of defence or internal security, high priority should be given 
to the development of district and village roads. Having 
regard to our deficiencies in these respects, a programme 
of road construction for each State will have to be drawn, 
up in the light of its requirements and plans for industrial 
expansion in the future. Here too an order of priorities 
will be necessary; otherwise there is considerable risk of 
haphazard development. 


248. The aspect of Railway Transport that primarily 
concerns us is the Railway Rates policy in its effect on the 
local processing of raw materials and the pattern of indus- 
trialization. But before we proceed to consider this subject 
we shall say a few words about the facilities offered by 
Railways to trade and industry. The Table reproduced: 
below will show the mileages, etc., of Indian Railways. 



243 

Table 36 

Route Mileage open on 31st March (Class 1 
Railways). 
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The effects of 

Partition on Railways were 

far-reaching. 


They disrupted the system of railway communication in 
certain regions; created small pockets; raised difficult 
personnel problems which still await final solution; altered 
the disposition of traffic; created many major operational 
problems; and in particular seriously affected the move- 
ment of basic raw materials and pi’imary export commo- 
dities, e.g.. jute, coal, tea and petroleum products. Coming 
as these problems did on the top of the steady deterioration 
in the transport situation since the beginning of the war, the 
facilities available to trade and industry were greatly 
reduced during tlie years 1.947 and 1948. fortunately the 
Railways have almost recovered from tliese immediate 
after-elfects of partition and as the Hon’ble Minister for 
Transport and Railways observed in course of his Budget 
Speech for 1949-,")0: "Partition as a profoundly disturbing 
factor in our economy has not spent itself out completely 
yet, but is rapidly receding in the background, and we are 
progressively settling down to the new and altered condi- 
tions created by it. The Railways have registered this 
trend perhaps even more cjuickly than other sectors of our 
economic make-up ". This claim is fully borne out by the 
rapid improvement in the provision of wagons for coal 
and for moving textiles and other essential articles. 

249. We now turn to the question of railway rate policy 
on which we received a good deal of evidence. It was 
generally admitted that the revised railway rates structure, 
which had come into effect from the 1st October, 1949, went 
a long way towards the rationalization of railway rate by 
reducing the multiplicity and complexity of the class and 
scheduled rate, and by eliminating the anomalies which 
arose from the calculation of rates on the basis of individual 
railways’ mileage in the booking of through traffic. But 
the basis of the revised rates structure, which was the 
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replacement of the old class rates by the “telescopic’^ 

class rates in which the unit charge declined with distance 
created some new problems. First, we were informed that 
the new basis of rating encouraged “long hauls” as against 
short movements and to that extent discouraged the local 
or regional processing of raw materials. Secondly, we 
heard complaints to the effect that the process of 
rationalization of railway rates had in some cases resulted 
in an increase of rates for “short hauls”. Thirdly, it was 
pointed out that, while the old bias in favour of export 
and import traffic to the detriment of internal development 
had disappeared, the working of the “telescopic” system, 
coupled with the revised class rates, had resulted in the 
maintenance of the old differential advantages which 
factories in the port towns of Calcutta, Madras and 
Bombay, enjoyed. In the course of our discussion with 
the Railway officials we understood that the existing rates 
structure was based on the following principles: — 

‘‘(a) Reasonableness of rates per s*c— This principle 
is commonly referred to as “charging what the 
traffic will bear", that is. fixing the charge for 
each variety of goods according to its ability to pay 
for transportation. This takes into account the 
value of the commodity, the use to which it is put 
and the stage of its manui'acture. In the case of 
industnes, it also takes into account the fact 
whether the industry is in its infancy or has fully 
developed; 

'■(b) considerations regarding polenlialjties of traffic 
both, long term and short term; 

(c) avoidance ot undue preference to persons or 
localities or any particular description of traffic 
(Section 42-A of the Indian Railways Act 1890); 

"(d) operating costs of Railways which also take into 
account factors, such as, the bulk of the commodity 
in relation to its weight, risk of damage, wastage 
in transit and tlie volume of traffic”. 

We were further informed that within the limits of these 
principles 

(i) low^ rates had been introduced for many raw 
materials of industries like ores, gypsum, lime,- 
limestone, sand, pig iron and iron and steel scrap,, 
coal, sugarcane, etc.; 
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(ii) low wagon rates had been provided for other raw 
materials, e.g., hides and skins, oilseeds, salt, etc.; 

(iii) goods manufactured by the indigenous industry 
were carried at low wagon load scale of rates 
(cement, chemical manures, sugar, iron and steel, 
caustic soda, etc.); and 

(iv) special station-to-station rates for raw materials 
and finished products were quoted between parti- 
cular pairs of stations, where such special conces- 
sional rates were justified. 

We think that the question may be examined wdiether it 
would not be possible for the Railw^ay authorities to intro- 
duce concessions so as to assist in the local or regional 
processing of agricultural or mineral produce and in the 
decentralization of industries. Possibly a more liberal use 
of station-to-station rates might be useluL We understood 
that under existing orders, such rates can be quoted only 
with the approval of the Railway administration and often 
delays take place in the investigation of claims for such 
rates. We recommend that the Railway Board might 
examine the question of the simplifying the present procr^- 
dure with a view to the expediting of decisions on such 
claims and also consider the possibility of delegating its 
powxo’s in this respect neponal olheers. 

250. In Chapter X \\a: referred to the importance ot c* 
Shipping Services in the development of export and import 
trade. The relationship between them, is, indeed, reci- 
procal; each helps and rosters the otiier. Shipping engaged 
in foreign Iradc^ constitutes an invisible item of export 
wdiicli helps to establish equilibrium m a country's balance 
of payments. Also, a merchant marine provides a much- 
needed second line of defence in an emergency. For all 
these reasons the development of shipping is no less impor- 
tant and urgent i.ian that of basic industries. 

The two:) fundamental defects in the shi})pmg position 
are : - 

( 1 ) shortage of tonnage; and 

(li) shortage of trained man-power 

Compared with other countries, the increase in India s gross 
tonnage during the last thirty years has been negligible. 
The Policy Committee on Shipping (lunctioning under the 
auspices ot me Department of Planning and Development) 


) Shippili!: 


were so worried by this short-coming that they urged the 
immediate acquisition of an adequate share in the world’s 
carrying trade: — 

'The vulnerability of India's position has been 
revealed by the stress of wartime conditions, but 
by 10 circumstances more glaringly than by her 
inability to find adequate shipping from her own 
resources to provide for the transport of the food 
supplies required by her. The rectification of this 
state of affairs should be one of the immediate 
post-war objectives, not only for commercial 
reasons but also because the development of the 
Royal Indian Navy necessarily implies the con- 
current development of the merchant navy’’. 

in pursuance of this policy, a sub-committee of the Policy 
Committee on Shipping laid down the following targets in 
March, 1947: 

(a) India's gross shipping tonnage should be increased 
to 2 million in order to enable it to carry a cargo 
amounting to 10 million tons a year and about 3 
m i 1 1 ion passengers ; 

(b) steps should be taken to acquire an increasing 
share in the trade of the following categories during 
the next five to seven years; 

(a) 100 pel- cent, in coastal trade; 

(b) 75 per cent, of the trade w^ith Burma and 
Ceylon: 

(c) 50 per cent, of India's distant trades; 

(d) 30 pel’ cent, of the trade in the Far Eastern 
Waters. 

Tfiere were only two ways in which additional tonnage 
could be obtained — by building locally or abroad or by pur- 
chases abroad. The financial difficulties of Government 
as well as of the private shipping firms together with the 
high costs of construction in India's ship-building yards 
have prevented any large-scale building in India. The 
same difficulty has also held up purchases abroad, with the 
result that little progress has been made in achieving the 
targets prescribed by the Policy Committee. The recent 
efforts of Government to assist ship building in Scindia’s 
yards at Vishakapatnam, and to acquire an increasing share 
of the carrying trade in western waters through the estab- 
lishment of a shipping corporation are well known. The 
difficulties to which w^e referred, how^ever, still exist and it 
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is unlikely that any substantial improvement will be 
achieved in the neai' future. 

Shortage of technical shipping personnel is no less 
acute, but energetic steps have been recently taken to re- 
move the deficiency under certain categories. These 
include : 

(a) the establishment of a Nautical College in Bombay 
in 1948 for the training of Executive (Deck) 
Officers. It has been estimated that a tai'get of 
2 million tons would eventually require about 
1,500 certified Deck oflicers. It is proposed to 
establish similar colleges in Vishakapatnam and 
Cochin; 

(b) the establishment of Marine Engineering Colleges 
in Bombay and Calcutta tor the training of certified 
Engineers. Similar Colleges are also proposed at 
Vishakapatnam and Cochin; 

(c) the introduction of a system of apprentice training 
for educated young men v^ith pre-sea training 
cour.ses for them. We attach much importance to 
this scheme of apprentice training as quick results 
can be obtained only in this way, and would recom- 
mend that Government should give all possible 
assistance to the shipping companies in carrying 
out this scheme. 


One serious lacuna in the present arrangements foi techni- 
cal training for shipping personnel is the absence of an 
organised sdremc for the training of Deck and Engine room 
crew. We understand that proposals are under examination 
to meet this need. 

The representatives of the shipping industry who appear- 
ed before us pressed for a reformulation of Government 
Policy in the light of current developments and “a charter 
of Rights for Indian Shipping and Ship-building”. We do 
not see any need for this, as the Government of India are 
already committed to a policy of assisting shipping and 
ship-building and have given evidence of their determina- 
tion to give effect to this policy. 

251 . In Chapter XV, we touched on the role of the! 
Banking system in the process of capital formation and 
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Limitations 
of Indian 
Banking 


referred to the particular problem of the supply for work- 
ing capital to small scale industries. In this Section, we 
confine ourselves to general observations on the role of” 
banks and connected institutions in promoting industrial 
employment and foreign trade. 

252. The following table shows the progress of banking 
in this country during the last fifty years: 

Table 37 

Progress oj Banking in India since 1900 

i Xo. of l^anking ( -Oini paiiies Priv ate l)<‘|iosit8 

i ■ . ^ . I in 

■ 1 Non S<*h<“- i Total ( 'roi'co ol ! » ujX'os 

I <inlo<l ! 

! ' 

lut'O . . i ! . . I -20 ! 


Adjusted for changes in the price-level, the real growth of 
bank deposits is about five times the 1900 level—- not a 
particularly impressive figure for a country of India's size 
and population. This is due to two reasons which we shall 
explain below. 

(a) The abovv' statistics relate only to organizv'd banking 
in the country. Outside these banks, lies a vast and tin- 
chariered territory, which ha^. always remained the pre- 
serve of money lender-enrn-indigenous bankers. Their 
number lias been estimated at 350,01)0 but no reliable' statis- 
lics exist ol their number or activities. Being outside the 
Banking Cornpames Act and the Bankeiv;' Book Evidence 
Ad. they pui’sue their activities subject only to the opera- 
tion of the various Loan Acts, the Agricultural Debtors Acts 
and the ordinary civil and criminal law. The existence of 
tl'iis unorganised section creates two separate niarkets for 
eredil, perpetuates the existence of the bazar rate side by 
side with the Bank rate and weakens the Reserve Bank’s 
control over 'the country’s credit structure. 

(b) Secondly, even within the organized sectors the 
}T‘Sv‘r\a‘ Bank has been unable to link the banking system 
w’lth the machinery for the supply of credit to agriculturists 
m spite of its elforts to do so by a progressive reduction 
in the l)arik rate for the rediscount of agiicultural paper 
intended lir financing marketing operations. The follow- 
ing table is revealing: 
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Table 38 

The amounts applied jor, sanctioned and drawn in the case 
of Provincial Co-operative Banks 

. Rs. m iakiifc. 


Year 
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its services almost, wholly to large scale organized tiade 

and industrial undertakings in urban areas 

Even within these limits the existing eiedii tacilities 
.iffered by the commercial banks to business and industry 
are hardly adequate lo their growing need.->. VVh.' have al- 
ready referred elsewhere in this Report to tin- shortage of 
working capital which impedes industrial development.^ A 
suggestion has been made that the supply ol working 
capital to Indian industries could be considerably nicicased 
if sclieduled bank.s were placed in a iiosiiion to obtain 
advances readily from the Reserve Bank^uot onl\ against 
Government or guilt-edged paper, but wlicrevci they aie 
in a position to olTci satisfactory secuiity , !'< .r o. thc. 

miportaiice we attach to a liberal supply of •■vorking capital 
to our industries commensurate witli theu rt quiiements, 
we recommend that the entire (luestu.m in examined by 
Government in consultation with the .Rchi-i va Bans at an 
early date. 

Outside the commercial banking system iherc air no im- 
portant specialized banking institutions witii die exception 
of the Indian Finance Corporation and its eounteipaits in 
a few States, to deal with the problems of industrial linance. 
In this respect India's banking structure* bears a striking 
resemblance to that of many other countries in Asia. The 
following extract from the Economic Survey of Asia and 
the Far East (1948) provides an interesting commentary on 
the present position; 

‘•The modern banking systems of many countries 
of the region are as yet in early stages ot develop- 
ment. They are dominated by commercial banKs, 
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and specialization of functions has not gone very 
far. Agricultural credit institutions, such as co- 
operative societies, occupy a comparatively unim- 
portant position, and the credit facilities provided 

by them are not adequate Special institutions 

for industrial finance are practically non-existent, 
although in some countries they are springing up 
under Government auspices. The region has to 
depend to a great extent on the services supplied 
by foreign banks". 


The writer of the survey ends with the follov/ing words: 


Lack of finance is one of the major factors holding 
up the development of agriculture and industry in 
a number of countries. Expansion of banking 
facilities, particularly, for agriculture and industry 
is urgently called for'’. 


Need for 
P^uactional 
specializa - 
tionrScope of 
Indian Fin- 
ance Corpo- 
ration 


253. It is clear from the above extract that without a 
larger measures of functional specialization, the existing 
banking system will not be able to render adequate assist- 
ance to industries particularly the small scale industries. 
A beginning has been made with the establishment of the 
Indian Finance Corporation and we look for an increase 
in the number ot such corporations. As has been already 
mentioned in Chapter XV, the Industrial Finance Corpora- 
tion sanctions loans only foi‘ the ‘block’ of industrial under- 
takings. In the twelve months ending 31st March 1950; the 
corporation sanctioned accommodation to industries aggre- 
gating Rs. 3,41 crores approximately. An analysis of the 
loans bv industiies is as follows: 
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The distribution of help granted among the States is: 
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These figures show the 

inadequacy of 

the existing 


facilities. Till the number of such specialised institutions 
is increased and their scope enlarged, the commercial banks 
might consider the desirability of framing special schemes 
to meet the requirements of small industries. 


254. In this connection we should like to refer to the An Example 
work of the Industrial Finance Department of the Common- Austre 
wealth Bank of Australia and the Commonv/ealth Savings 
Bank of Australia. This Department was established under 
the Commonwealth Banks Act (Part X) and commenced 
operations on the 2nd January 1946. Its functions are: — 

“(a) to provide finance for the establishment and 
development of industrial undertakings, particu- 
larly small undertakings; 

‘‘(b) to assist in the establishment and development 
of industrial undertakings; 

‘^(c) to provide advice on the operations of industrial 
undertakings with a view to promoting the efficient 
organisation and conduct thereof’'. 

The Act has laid down that in determining whether or 
not finance should be “provided for the establishment oi 
development of an industrial undertaking, the Bank, must 
have due regard to the prospects of the undertaking be- 
coming or continuing to be a profitable undertaking . 

From a report prepared by the General Manager of the In- 
dustrial Finance Department, it is seen that since the 
Department commenced operations four years ago, 60,000 
applications for assistance by way of overdraft, hire 
purchase etc. have been approved for a total of £38,068,536 
of which £19,914,983 from 41,390 borrowers were outstand- 
ing on the 28th December 1949. We recognize that consist- 
ently with the earlier traditions of British banking which 
are still widely followed in this country the participation 
of commercial banks in industrial financing of the type 
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visualized above is not encouraged in India, but would 
suggest nevertheless that the modern practice in this lespeci 
in countries like Australia may be studied with a view 
to drawing such lessons from it as may be applicable tC' 
tlie circumstances of this country. 

255. Another important weakness in the country's bank- 
ing slruciure is its dependence on foreign Exchange Banks 
The author of the Economic Survey for Asia and the Fai 
East (1948) thus comments on this deficiency: 

’F(. reign banks occupy an important position in the 
banking structure of the region. They specialize 
in foreign trade finance in addition to ordinary 
banking business. They provide certain essential 
services for wdiich the indigenous banks either 
lack the resources or the ability and experience 
These services are doubtless an important part of 
Tie region's invisible imports clausing an appreci- 
able drain on foreign exchange". 

We fet-i sure that the subject is receiving the attention of 
the Rcvei’ve Bank of India. 



BOOK VI 


ORCiANISATlON AND MACHINERY OF 
ADMINISTRATION 

In this Book we propose to discuss soine pi’oblenis (A' 
organization and machinery of administration. Paragraph 
:2(b) of our terms of reference requires us to advise Govern- 
ment as to the machinery required to implement the f:)o]ic\' 
that wc may recommend. Consistent with oui’ general 
approach in Chapter XIX we examine the machinery for 
planning and ecoriomic coordination to which, in our view, 
the machinery for protection to and assistance of industries 
must be integrally related. We make some general obser- 
vations on the relations between planning and protection 
and examine some proposals for improving the existing 
machinery for economic coordination in the Governmc'ru 
of India. In Chapter XX we examine the structure and 
functions of the proposed Union Tariff Commission and 
some aspects of its organization. 


CHAPTER XIX 

MACHINERY FOR PLANNING & COORDINATION OP 
’^A^“‘'^'^“\NDlTSTRIAiL DEVELOPMENT 

Qtrr’TTn'M A 


Planning and Protection 

256 In this chapter, we propose to discuss some aspects 
ol the machinery for Planning and the coordination of 
economic activities relating to trade and industry in the 
context of our general approach to the problem of pro- 
tection. 

257. In Section H of our questionnaire on Oiganiza- 
tiom Methods and Procedure", we enquired whether the 
present administrative machinery was adequate to deal with 
the problems of implementation that would arise out of 
protection, and also whether this policy indicated the 
necessity for a Trade and Industrial Planning Commis- 
sion. We have received much evidence on these subjects. 
We were impressed by a preponderance of opinion among 
all sections of witnesses in favour of an organization for 
the over-all planning of the economic activities of the 
country and for an appropriate machinery for the coordina- 
tion of the activities of the Ministries and Departments 
which deal with the industrial and commercial problems 
of the country. While we were considering these views 
and formulating our provisional conclusions, the Govern- 
ment of India announced the constitution of a Planning 
Commission under the chairmanship of the Prime Minister. 
In Section B which follows, we shall therefore confine 
ourselves only to those aspects of the Planning Commis- 
sion's work that are related to the findings and recommen- 
dations of our report. 

258. The general case for Planning has been fully set 
ourin the Resolution dated the 16th March, 1950 in which 
the present Planning Commission was set up. The Resolu- 
tion traces the history of Planning in this country from the 
establishment of the National Planning Committee in 1938 
and enunciates the social and economic objectives in the 
context of which it must carry on its day to day work. 
These objectives are those set out in the Constitution of 
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India* under 'Tundamentai Rights and Directive Principles 
of State Policy”. In order, to appreciate the terms of 
reference of the Planning Commission, it is necessary 
briefly to recapitulate the economic case for Planning. 
Broadly speaking, economic planning — particularly in the 
industrial and commercial field — is necessary because of 

(i) the need for keeping the total cost of develop- 
ment, within the limits of the country’s aggregate 
physical and financial resources; 

(ii) the need for balanced development of the 
different sectors of our economy. This requires 
that a particular development in one sector must 
be matched by development of the related factors 
in the other sectors of the economy, which are 
complementary to the former, and that the cal- 
culation of priorities should be with reference to 
a complementary grouping of the plans to be 
developed. For example, it is no use planning for 
the extension of mechanized cultivation without 
a plan that includes not only proposals for the im- 
port of tractors and their spare parts but also for 
increased supplies of fuel, for servicing and repair 
facilities, for the training of operatives, for the re- 
employment of displaced persons, etc. Other ex- 
amples could be easily given. The important point 
is to stress the necessity for giving priority not only 
to development of one particular sector but to a 
w^hole range of connected sectors. 

The economic case for- Planning thus rests on the factor 
of scarcity and the need for balanced, efficient and economi- 
cal utilization of resources. This position is now so w^ell 
understood not only in theory but also in the economic 
practice of the most advanced countries of the world tliat 
it is hardly necessary to elaborate it further. 

259. The relation of Planning to Protection or other 
measures of special assistance to particular industries how- 
ever needs to be set out clearly. The case for a comprehen- 
sive approach to the problem of tariff protection w^as argued 
at some length in Chapter XII of this Report. We do not 
propose to go over the same ground again, except to point 
out that Planning must inevitably influence the character 
of tariff making in a variety of ways. The main aspects of 
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economic development in which Planning is likely to im- 
pinge on taritr protection may now be enumerated: — 

First, on the assumption that, in the public sector, 
planning will necessarily concentrate on the deve- 
lopment of natural resources, the facilities for in- 
dustrial development in the private , sector will 
also increase. To that extent the quantum of pro- 
tection or assistance to be given to the industries 
that seek it will be correspondingly reduced. 

SecAyndly. in so far as Planning promotes decentrali- 
zation and regional development, the relative ad- 
vantages of particular areas for the development 
of industries suited to them will tend to be less 
unequal than they are at present. This will coun- 
teract the tendency towards concentration of in- 
dustries in particular areas and may enlarge the 
scope for competition. To this extent, the burden 
of protection on the community may be reduced. 

Thirdly. Planning will influence the nature of pro- 
tection througii the chanelli ng of investments along 
particular directions. In so far as the fields of 
planned development are determined primarily by 
economic considerations, the effect of planning 
may v/ell be to divert industrial investments from 
economically less desirable projects, and thereby 
to reduce the potential burden of protection on the 
community. 

Fourthly, the order of priorities, which any plan of 
development in the industrial sector must neces- 
sarily prescribe will broadly define the fields in 
which the national interest will predominate and 
thereby provide a positive guide for the tariff 
making authority. 

Fifthly, any Planning Authority working on the 
principle to which we have alluded in paragraph 
259 above, must lay down a programme of balanc- 
ed development. In the industrial field, this 
policy will require the formulation of plans not 
for the establishment of a few isolated industries, 
on an ad hoc basis, but for the promotion and 
development of inter-connected groups of indust- 
ries, each group being taken as a whole unit for 
the purpose of development. In so far as the 
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industries in this group are complementary to each 
other, a policy of protection based on such priority 
grouping, will enable these industries to reap the 
advantages of not only the internal economies 
inherent in the scale of production of particular 
industries but also of the external economies which 
the simultaneous and co-ordinated growth of a 
series of industries makes available to one another. 

For, each one of a series of inter-related industries 
provides a market for the goods of others and tlieir 
co-ordinated development makes possible an 
increasing division of labour which reduces the cost 
of every industry in the group. To quote from a 
memorandum which was submitted to us in 
Calcutta : 

‘‘The aggregate cost of developing a series of industries, 

A. B, C and D simultaneously is likely to be less 

than the sum total of the cost of developing them one by 
one over a period of time”.* 

We think we have said enough to explain how, in our 
view, Planning and Protection are related to each other. 

The latter is only an instrument of the former and can 
render service to the community only if a practical compre- 
hensive Industrial Plan for the country as a whole is formu- 
lated and other measures necessary for its fulfilment are 
devised and adopted. 

260. In Book IV we visualize a policy of planned develop- struoUire 
ment in various sectors of our economy. In Chapter XT of 
the Book we considered the part of the State in the further- under a 
ance of this plan. In this context it will be relevant to 
indicate some issues of policy which arise in connection 
with planning in a mixed economy and under a democratic 
regime. The more important of these questions are : — 

(i) the limits of Central Planning — the respective 
spheres of the Central Planning Commission and 
the State Planning Authorities and the liaison 
between them; 

(ii) the roles of inducement and direction in the 
technique of plan fulfilment. Under the head 
inducement are included those measures which 
attempt to bring about a change in the structure of 
production through changes in the forces of 
demand and supply working in a free market. 

'’'Momorandurn submittwl by tiie Honorary Direct or, TClio j T’arislifid 
Cakntta. 
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Price-regulation is an important example of this 
method. Under the head “direction” are included 
those measures which are designed to alter the 
pattern of production through coercive methods, 
e.q.. rules, regulations and orders. The respective 
spheres of the Central and State Planning Autho- 
ri'ties and the extent to which one or other of the 
policies of inducement and direction can be 
followed will depend on a variety of factors. We 
need only enumerate the more important o 
them : — 

(a) the nature of the relationship between the 
Central and the State Planning Authorities; this 
will depend on the distribution of powers bet- 
ween the Centre and the States, 

(b) the extent of the economic field covered by 
State and private enterprises. In a mixed 
economv, where the public sector covers a small 
area of the economic field, more reliance may 
have to be placed on the market economy, 

(c) the nature of the sector to which the Plan 
relates; 

(dl the nature of the Plan e.g., whether it calls for 
structural changes in the demand or the supply 
side. Ordinarily supply is more amenable to 
direction than demand, which can be better 
influenced by inducement; 

(e) the efficiency of the economic and statistical 
services and the instruments of control and regu- 
lation at the disposal of the Planning Authority, 
and 

(f) the quality of the administration. 


Section B 


Co-ordination of Economic Policy 


261. Closely connected with planning was the other 
imoortant question raised before us about the co-ordmation 
of "the current economic activities of Government. 


The three Ministries which are primarily concerned are 
those of Commerce. Industry and Finance. The Ministry Oi 
Commerce deals with problems of domestic and foreign 
trade, including the protection of domestic industries agams 
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foreign imports, whereas the Ministry of Industry and 
Supply is concerned with industrial administration, the 
development of industries, purchase of stores on behalf 
of Government and Local Bodies and other related acti- 
vities. The Ministry of Finance is concerned with balance 
of payments. Alongside of them are the Ministries of 
Labour, Agriculture, Transport (including Railways), 
Works, Mines and Power and Communications. They deal 
with subjects, which in the case of Labour and Agriculture, 
have a direct bearing on commercial and industrial pro- 
blems and which, in the case of the other Ministries, are 
connected with different forms of primary and tertiary 
production closely related to industrial development. The 
problem of economic development is largely the problem of 
the co-ordination of the policies and activities of these 
Ministries. 


262. The existing machinery for the co-ordination of Existin?.' 
economic policy in the Secretariat is broadly as follows: — fbr 


natiou 

First, there is the technical scrutiny of a problem or 
a proposal in the department or office which is con- 
cerned with the subject. At this stage technical 


officers from the other Ministries are often consul 


ted, but this consultation is generally of an infor- 
mal nature. 


Secondly, there is the administrative scrutiny of the 
problem or the proposal exerc‘ised in the Secre- 
tariat, when the technical problem is referred to 
the Ministry concerned by its attached or subordi- 
nate depaT'tment. At this stage (sometimes earlier 
or later), the problem is subjected to '‘financial 
scrutiny”. 


Thirdly, there is the inter-ministry meeting stage. 
When a pi-oblem or a proposal has been adminis- 
tratively and tinancially examined, it becomes ripe 
for discussion at an Inter-Ministry meeting. It is 
at this stage that the other ministries have an 
opportunity of examining the proposal of the 
sponsoring Ministry from their special points of 
view, and it is here that co-ordination takes place 
at a high administrative level. 

Fourthly, there is the over-all scrutiny of the pro- 
blem or the proposal by the Econon ic Committee 
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of the Cabinet, when it is examined by the Minis- 
ters-in-charge of the principal Economic Minis- 
tries. This is the stage where co-ordination takes 
place at a high policy level. 

Lastly, there is the final consideration of the pro- 
blem or the proposal at the Cabinet. 

This is the general outline, but informal consultation 
among senior officers of the Ministries concerned is often 
interspersed between the different stages and lately regular 
informal meetings among Secretaries of the Economic 
Ministri^'s have been a feature of such consultations. 
Where a problem or a proposal affects a State Government, 
its Views are ascertained either at the end of the third, 
fourth or the fifth stage. 

263. Witnesses who appeared before us informed us 
that, in spite of the arrangements set out above, in some 
cases there was still want of co-ordinated action on the part 
of economic departments. They also said that delays 
continued to occur in the taking ol decisions and carrying 
them out. 

We understand that proposals for closer co-ordination 
among the economic departments in order to secure unifor- 
mity of policy and prompt and concerted action are under 
the active consideration of the Government of India. In 
connection with these proposals, we recommend that the 
suggestion which has been made from rime to time and 
which has also been placed before us for a Board of Trade 
and Industry for India may also be examined. Under this, 
all administrative organisations primarily concerned with 
the execution of policies in trade and industry would come 
within the purview of a single body. We append a chart 
showing the organisation of the Board of Trade in the 
U. K. 
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THE STRUCTURE AND FUNCTIONS OF THE TARIFF 
MAKING AUTHORITY. 

264. We shall now consider the relationship between 
the Planning Commission and the tariff making autho- 
rity. We have received much evidence on this subject. 
While there was general agreement that the activities of 
the Tariff Board should be correlated with those of the 
Planning Commission, one body of opinion went further 
and suggested that the Tariff Authority should become a 
wing of the Planning Commission. According to the 
advocates of this view, since tariff protection would be 
conceived, in future, only as an instrument for the planned 
development of industries, it followed logicalh' that the 
Tariff Authority should form part of the Planning Com- 
mission. We have considered this suggestion carefully but 
are unable to accept it. It rests upon a conception of the 
Planning Commission which is different from that of the 
Government of India. If the Planning Commission was 
responsible not only for the formulation of plans but also 
for their execution, it might be necessary to place under 
its direction and control the organs of Government connec- 
ted with the promotion of industrial development like the 
Tariff Board or the Development Wing of the Director 
Getun-al of Industry and Supply. But as the Planning 
Commission is advisory and consultative and execution 
remains with the competent Governments, it would be 
hardly appropriate to incorporate the Tariff Authority' into 
tlie organization of the Planning Commission. Apart from 
this, the nature of Tariff Board’s functions which are quasi- 
judicial in character is a strong argument in favour of that 
body remaining a separate organization. We arc, there- 
fore, unable to accept the suggestion that the Tariff Autho- 
rity should be reconstituted as a wing of the Planning 
Commission, although as wc have already said we are in 
favour of the maintenance of the closest possible liaison 
between it and the Planning Commission. 

265. The necessity for a quasi-judicial authority in any 
scheme of tariff protection is now so universally recognized 
that the case for it needs no elaboration. In view of the 
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functions that we propose to suggest for it and its future 
status and importance, we should like the future Tariff 
Authority to be designated as “The Tariff Commission’'. 
In the paragraphs that follow we shall use this designation 
instead of the more familiar “Tariff Board”. 

266. We reiterate the recommendation of the last Fiscal 
Commission as to the impor tance of making the Tariff 
Commission a permanent body. “It is evident” they said, 
“that the Board must be a permanent body. Consistent 
decisions and continuity of polic}^ are of primary import- 
ance, and these cannot be secured except from a permanent 
Board. We, therefore, rule out at once any idea of such 
an organization as has been set up in the United Kingdom 
to deal with enqin ivies under the Safeguarding of Indus- 
tries Act. Theix' the Board of Trade refers particular 
enquiries to a committee consisting of five persons selected 
by the President of the Board from a permanent panel 
appointed by him mainly of men of commercial or indus- 
trial experience. No arrangement of this kind would give, 
the continuity which is essential to the Tariff Board we 
contemplate”. 

We would like to add that the case for a permanent 
Tariff Authority has received support from the practice of 
all countries which have set up Tarifl‘ Boards or Commis- 
sions. Even in the U. K., the Import Duties Advisory 
Committee which was constituted in 1932 under the Import 
Duties Advisory Committee which was constituted in 1932 
under the Import Duties Act of the year replaced the ad 
hoc committees set up under the Safeguarding of Indus- 
tries Act, 1921 — ^in fact, it was, unlike the latter bodies, a 
permanent organization. The I.D.A.C. was set up in 
accordanc(^ with the provisions of the Import Duties Act, 
1932. 

267. That brings us to another point about the status of 
the Tariff Commission on which also opinion was almost 
unanimous. Having regard to the increasing importance 
of the work that we visualize for the Commission in future 
we consider it essential that it should be placed on a statu- 
tory basis. The case for a Statutory Commission can 
hardly be better argued than it has been in the folio w^ing 
extracts from a pamphlet written by Sir Percy Ashley, who 
was for a long time Secretary of the Import Duties Advisory 
Committee: 

“The purpose of the first of these changes was to 
remove the framing of the detailed tariff so far as 
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possible from the political arena. Clearly the 
principles underlying the tariff must remain a poli- 
tical issues; the Government could not divest itself 
of responsibility for them; but it was felt to be 
desirable that in the detailed application of the 
principles so determined there should be no scope 
for the kind of political activity known elsewhere 
as "lobbying’' or “parliamentary logrolling”. What 
was aimed at was the establishment of an autho- 
rity of a judicial nature, not under the control or 
subject to the direction of any Minister and guided 
solely by the quite general directions given to it 
by the Act". 

In order to maintain the independent character of the 
Tariff Commission and to ensure that its recommendations 
carry weight we recommend that the Commission should be 
constituted by an Act of Parliament. 

268. As regards the composition of the Commission, we 
think that it should consist of five Members including the 
Chairman, but powers should be taken in the proposed 
statute to increase the number to seven, if necessary. 
There should also be power to co-opt assessors or advisers 
for particular purposes. The qualifications and standing 
of the Members should be such as to inspire public confi- 
dence. Our views on the specific qualifications needed for 
Members are generally those recommended by the last 
Fiscal Commission. We are definitely opposed to represen- 
tation of interests or regions on the Commission and would 
emphasize that Members should be selected primarily on 
the basis of their competence for the functions which they 
will have to perform coupled with their standing in the 
profession, business or service in which they are engaged 
or in the public life of the country. The disqualifications 
enumerated in statutes of this type should be attached to 
the membership of the Commission. vSpecial conditions 
should also be laid down: for instance, the members on 
appointment must disclose the nature of their interest in 
private companies, either as shareholders or otherwise, and 
on relinquishment of office should be debarred from holding 
any position of trust and responsibility in a private indus- 
trial undertaking for a period of three years except with 
the prior approval of Government. 

269. As regards the functions of the Commission, we 
consider that they should be as follows: 

(A) Enquiries connected with protective and revenue 
Tariff . — These will include — 
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(i) tariff enquiries proper i.e., enquiries into appli- 
cations for protection: 

(ii) enquiry into cases of alleged dumping; 

(iii) enquiry into variations of protective duties; 

(iv) enquiry into tariff concessions under Trade 
Agreements. 

Enquiries under (i) and (iv) should normally be 
initiated at the instance of the Government of India. In 
respect, however, of industries included in an approved 
plan, it should be open to the Tariff Commission to accept 
applications from the industries concerned. In regard to 
the other two items, the Commission may initiate investi- 
gations on its own motion or at the instance of the Govern- 
ment of India. 

(B) Enquiries connected ivith prices and the general 
effects of protection on the economy of the 
country. — These will include: 

(i) enquiry into the prices of particular commodi- 
ties; 

(ii) enquiry into the effects of tariffs on the level 
of prices; 

(iii) enquiry into the effect of tariffs on the cost 
of living; 

(iv) encjuiry into the effect of tariffs on other signi- 
ficant facts in the country’s economy. 

The Tariff Commission will undertake these enquiries 
only at the instance of the Government. 

(C) Revieiv of protective duties-.- -Enquiries under 
this heading will include: — 

(i) investigation into the manner of working of 
tariffs; 

(ii) investigations into the effect of protective 
duties on the industry— its cost, output, quality, 
and prospects of expansion; 

(iii) investigations into the price policy of protect- 
ed industries; 

(iv) investigations into any developments relating 
to restraints on trade that may have occurred in 
industries enjoying protection (e.g., by means of 
restricting production, maintaining or raising 
prices); 
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(v) investigations into any special obligations that 
may be imposed on the protected industries (e.g.,. 
research or training facilities); 

(vi) investigations into any anomalies that may 
arise as a result of the working of protected 
duties (e.g., the relations between the rates of 
duty on finished goods, partly finished products 
and raw materials). 

It will be open to the Tariff Commission to carry on 
enquiries or investigations into these subjects concerning 
the working of protected industries, as and when it likes, 
except in ca.ses (iii) and (iv) above where it should act 
only at the instance of the Government. Apart from ad 
hoc investigations, the Commission should submit to Gov- 
ernment a periodical review — preferably triennial — on the 
working of protected industries. These reviews, which 
should be in addition to the annual Administrative Reports 
of the Commission, should deal inter alia with the follow- 
ing matters; — 

(a) the manner in which the obligations imposed on 
protected industries by the terms of tariff protec- 
tion granted to them have been discharged; 

(b) the defects and denciencies from which the 
protected industries still suffer; and 

(c) additional measures of assistance that these 
industries may require. 

The reciuirement about the submission of triennial re- 
views should not preclude investigation into the needs of 
the protected industries as and when they arise. 

270. In order that the Tariff Commission can perform 
its functions efficiently, it will require special powers for 
the summoning of witnesses and compelling the production 
of evidence which it considers essential. Similar powers 
have been given lo llu' U. S. Tai'iff Commission and were 
enjoyed by the Import Duties Advisory Committee in the 
U. K. In course of our discussions with the President and 
Members of the Tariff Board in Bombay, we were informed 
that difficulties were encountered in the enquiries relating 
to cement, cotton piecegoods, woollen piecegoods, electric 
motors, dry batteries, and certain items of cotton textile 
machinery for want of such powers. 

271. We need not emphasise that the Tariff Commission 
should have the service of an adequate permanent staff to* 
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discharge efficiently the functions that we propose for it. 

The type of staff will include: — 

(a) Technical staff to deal with the proDlems of 
groups of allied commodities, e.g., metals, engineer- 
ing, chemicals and ceramics, textiles, miscellane- 
ous industries. 

(b) Economic research staff to deal with the econo- 
mic enquiries which the Tariff Commission will 
have to handle. 

(c) Accounts staff — mostly cost accountants who will 
need to be associated with the technical and 
economic research staff. - 

(d) Administrative staff— whoL;e quality would need 
to be strengthened in view' of the burden that will 
be imposed on the secretariat of the Commission. 

In this connection we should like to refer to the position 
•of the Secretary of the Commission. He will be the pivot 
of the organization. He should possess sufficient experi- 
ence of office management, administration and knowledge 
of economic problems. His duty should be to co-ordinate 
the work of economic officers, technicians and accountants, 
to organize field enquiries and plan project studies, suggest 
new lines of investigation, etc. 

While we are anxious that the Tariff Commission should 
be provided with sufficient and competent staff' under the 
heads we have indicated, it is necessary that the Commis- 
sion should make the fullest possible use of similar staffs 
already employed in the offices attachr^d to the Ministry of 
Industry and Supply or in the other Ministries of Govern- 
ment. We understand the prasent Tariff Board frequently 
draws on the services of technicians and experts from 
D.G., 1. and S., Textile Commissioner and other Depart- 
ments of Governments and this practice should continue. 

272. We shall now deal briefly with the igrocedure to be 
followed by the Tariff Commission in its public enquiries, onquirios 
We consider that the enquiries mentioned in paragraph 
269 should be normally held in public. Our reasons are 
the same that induced the previous Fiscal Commission to 
make a similar recommendation in paragraph 303 of its 
Report. This w^as the U. K. practice under tlie Import 
Duties Act, 1932 and is the practice of Tariff Boards and 
Commissions in most other countries. This recommenda- 
tion does not mean that the Tariff Commission is precluded 
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from holding any investigations in camera. It may well 
be that some aspects of an enquiry may require such an 
investigation and this should be permitted. 

273. As soon as an enquiry is completed, the Tariff 
Commission should submit its report to the Government of 
India in the appropriate Ministry and Government should 
be in a position to arrive at a decision on the recommenda- 
tions of the Commission ordinarily within a period of two 
month.s. Whether Government accept or reject the Com- 
missiorrs recommendations, the report of the Commission 
should be published except such portions as the Govern- 
ment niav consider unnecessary and where Government do 
not accept the recommendations of the Commission their 
inability to do .so should be fully explained in a reasoned 
statement. 

The form and contents of tlie reports of the Tariff 
Commission will be a matter of increasing importance in 
future. The ad ?;oc Tariff Boards before the war used to 
deal wiui the facts and problems relating to a particular in- 
dustry ai much ler,:;th and to go into tlie claims for tariff 
protection with a considerable degree* of thoroughness. 
The interim post-war Tariff Board followed a different 
practice and prodeet'd summary reports which contained a 
brief statement of the probk'rn, a summary calculation of 
the factors which enter into the cost of production and the 
fair selling price of the domestic manufactures and the 
recommendations of the Board wdthout any detailed 
analysis of the case foi' protection. This difference in 
practice was due to two reasons. First unlike the pre-war 
Tariff Boards, the post-war Tariff Board did not find it 
necessary to provide in their report detailed justification 
of the protective measures that they recommended. 
Secondly, the number of tariff enquiries which the post-war 
Tariff Board was called upon to undertake immedia-' ily 
after its constitution was very large, and it had little time 
to spend on argument or exposition. In future, however, 
the reports of the Tariff Commission should contain an 
adequate analysis on which all their conclusions are based. 
Recent discussions in Parliament have made it clear that 
the country must know the basic facts about a protected 
industry and that the grounds justifying the grant of pro- 
tection recommended should be fully placed before it. The 
arguments for or against a particular claim for protection 
should, therefore, be marshalled in such a way that they 
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present to the public a clear picture of the economic and 
social advantages that may be expected from a scheme of 
protection and of the over-all cost to the community at 
which such advantages are obtained. 

274. iVlany of our witnesses complained of delay in imporfctmne 
giving effect to the recommendations of the Tariff Board 

as regards nori-fiseal measures of assistance. vVe recoin- j-enommen- 
mcnd that the aulhoriUcs concerned with the grant of such 
assistance should give special attention to this and furnish 
to the Tariff Commission an annual statement on the 
measures of assistance given. 

275. It will be recalled that in para. 267 w'e recommended stmeturo of 

the constitution of a Statutoi^y Tariff Commission, statute 

structure of the Statute will require careful study in the 

light of our recommendations. A good deal of supporting 
material can be obtaiiK'd from the Tarilf Boai'd Acts of 
U.S.A., Canada, Auslraha. South Africa and the Import 
Duties Act (1932) of the U.K. These and other connected 
dociirnents will requii’e detailed examination before our 
recommendation on this point can be implernonted. In our 
view. the Tanlf Commission Bill should include inter alia 
provisions relating to- 

(i) the composition of the Commission, without recital 
of the specific (|ualilications needed of Members 
(for that would bring in a needless element of 
rigidity into the structure of the Commission); 

(ii) tlie disqualifications for Membership (e.c/., insol- 
vcncy, bankruptcy, etc.); 

(iii) methods of enquiry, rules about sittings, quorum, 
formation of panels, etc.; 

(iv) functions of the Commission; 

(v) powders of the Commission relating to witnesses, 
documents, etc.; 

(vi) directive principles of Protectionist Policy i.e., 
the general considerations which the Tarilf Com- 
mission should bear in mind, including the types 
of obligations that the Commission may in parti- 
cular cases impose on particular industries seeking 
protection; 

(vii) requirements about submission of Budget Esti- 
mates to Government, submission of triennial 
Reviews and Annual Reports, etc. 
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All other points may be included in the rules to be framed 
under the proposed Bill, These rules should prescribe the 
terms and condition of appointment of the Members of the 
Commission, the relationship between Government and 
the Commission, the rules about budget, expenditure, audit, 
etc. The Commission should be given powers to frame its 
own rules regarding the internal management of its busi- 
ness, including the appointment of personnel up to a certain 
stage, rules of business relating to enquiries, review of the 
effects of protection and other matters. 
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FISCAL POLICY IN RELATION TO INTERNATIONAL 
OBLIGATIONS 

In this Book we propose to examine our third term of 
reference — item (3) in the Resolution of the 20th April 
1949; and the additional term of reference relating to the 
tariff preferences accorded to imports from the United 
Kingdom under the Indo-British Trad(> Agreement of 1939 
These subjects are also closely connected with the issues of 
fiscal policy which we have discussed in the previous books. 
Chapter XXI deals with the Charter for the International 
Trade Organization. Chapter XXII examines the tariff 
concessions granted and received by India under the 
General Agreement on Tariffs and Trade. Chapter XXIII 
examines the scheme of tariff preferences embodied in the 
Indo-British Trade Agreement of 1939 in its bearing on 
India's industrial development. 


CHAPTER XXI 

HAVllNA CHARTER FOR AN INTERNATIONAL TRADE 
ORGANIZATION 

Section A 

Origin and Development 

276. The Charter of the International Trade Organization 
was signed by representatives of fifty-four nations at 
Havana, on March 24, 1948. The signature amounted only 
to the authentication of its text and the Charter required 
ratification by the governments concerned. Only two 
countries have so far ratified it. 

277. The origin of the Charter may be traced to the 
Atlantic Charter which was issued on August 14, 1941, by 
the President of the United States and the Prime Minister 
of the United Kingdom. Article 4 reads as follows: — 

“They (the United States and the United Kingdom 
Governments) will endeavour, with due respect 
lor their existing obligations, to further the (mjoy- 
ment by all states, great or small, victor or 
vanquished, of access, on equal terms, to the trade 
and to the raw materials of the world which are 
needed for their economic prosperity.” 

“They desire to bring about the fullest collaboration 
between all nations in the economic field with the 
object of securing, for all, improved labour 
standards, economic advancement and social 
security.” 

This was further amplified in Article 7 of the Mutual 
Aid Agreement signed in February 1942 by the United 
Kingdom and the United States. 

Since then the State department of the U.S. has been 
actively engaged in giving form and shape to the ideas im- 
plicit in the Atlantic Charter and the Mutual Aid Agree- 
ment. On December 6, 1945, a State Department 

document entitled “Proposals for consideration bv the Inter- 
national Conference on Trade and Plmplovment” was issued 
111 lesponse to a proposal by the U.S., the Economic and 
Social Council at its first meeting held on February 18, 1946. 
decided to call an International Conference to consider the 
American proposals on Trade and Employment. First, a 
Preparatory Committee was formed consisting of eighteen 
nations. The U.S.S.R. declined the invitation. The Com- 
mittee held its first session in London between October 15 
and November 26, 1946. India was one of the invitees to 
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this Committee and took an active part in its deliberations. 
The Committee prepared a provisional draft Charter; but 
there were a few important points on which no agreement 
couM be reached. A drafting Sub-Committee was there- 
fore appointed and it met between January 20 and 
February 25, 1947 at Lake Success, New York, and edited 
the London draft. 

The Second session of the Preparatory Committee was 
held at Geneva between April 10 and August 22, 1947. This 
was attended by representatives of the 17 nations which 
were members of the preparatory Committee in London. 
Several other nations also sent their representatives as 
ODservers. At this session the Committee prcpaied a draft 
Charter to be considered at a Confei’ence of all nations at 
Hava. id ( Cuba), in November 1947. At Geneva the Com- 
mittee also' undertook negotiations for the reduction of 
tariffs as contemplated in Article 17 of the proposed Charter 
and a General Agreement on Tariffs and Trade w^as arrived 
at. This will be discussed in the next Chapter of this 
Book. 

The final Conference to consider the Geneva Draft w'as 
held at Havana between November 21, 1947 and March 24. 
1948. 57 nations attended this Conference. There were 
602 amendments to the Geneva draft. After protracted dis- 
cussion at various Sub-Committees a final draft was pre- 
pared. Hiis W'as signed by the fifty-four Member-Nations. 

At every stage of these negotiations. India took an 
active part and placed before the Committees and the final 
Conference the problems and points of view of the under- 
developed countries. India also took advantage of the 
intervals between the different sessions to consult some 
leading economists of the country and the representatives of 
Indian trade and industry on the i.ssues dealt wdth. 

278. The Charter is a highly technical document, con- 
sisting of 106 Articles and 16 Annexures, and is divided into 
the following nine Chapters: — 

Chapter I Purpose and Objectives 

Chapter II Employment and Activity 

Chapter III Economic Development and H(v-onstri:.c1 ion 

Chapter IV Commercial Policy 

Chapter V Restrictive Business Practices 

Chapter VI Inter-Govemmental Commodity Agreemt,'nt.-> 

Chax^ter VII International Trade Organisation 
Chapter VIII Settlement of Differences 
Chapter IX Gonoral Provisions 
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Objectives 
of the 
Charter 


a) Most 
Pavoure d 
Illation 
Treatment 


We do not consider it necessary to examine the Charter 
clause by clause. All that is needed for our purpose is 
an analysis of its main provisions in their bearing op the 
commercial policy of the country and the prospects of its 
economic development. In the following Section we shall, 
therefore, concentrate on the provisions of the Charter 
which deal with these problems, and conclude with a 
reference to the International Trade Organisation and inci- 
dental administrative matters. 

Section B 

Analysis of Charter Provisions 

279. The objectives of the Charter are : — 

(1) to increase income, demand, production, consump 
tion and exchange of goods; 

(2) to foster economic development particularly of 
those countries which are still in the early stages 
of industrial development and to encourage inter- 
national investment; 

(3) to promote equal access of all countries to 
markets, products and productive facilities; 

(4) to reduce tariffs and other barriers to trade and 
to eliminate discriminatory trade treatment; 

(5) to enable countries by increasing their opportuni- 
ties for trade and economic development and to 
abstain from measures which would disrupt world 
trade; 

(6) to facilitate through consultation and co-operation 
the solution of problems relating to international 
trade in the fields of employment, economic deve- 
lopment, commercial policy, business practices and 
commodity policy. 

The purpose underlying these objectives is the establish- 
ment of an international code of commercial and invest- 
ment principles designed to guide world trade away from 
restrictive and discriminatory trade practices, and to pro- 
mote the economic development of backward and under- 
developed countries. 

Commercial Policy 

280 First we shall deal with the provisions relating to 
Commercial Policy contained in Chapter IV. This Chapter 
consists of 31 Articles. 
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Article 16 sets out the principle of Most Favoured 
Nation Treatment. It provides that any advantage with 
respect to tariffs or other charges on imports or exports or 
with respect to international transfer of payments therefor 
or with respect to other trade regulation devices which 
are extended to the products originating in or destined for 
any other country must be extended “immediately and un- 
conditionally” to the like product originating in or destin- 
ed or all other Member-countries. 

There are, however, three exceptions to this general 
principle. They are (1) the existing preferences in import 
tariffs between territories specifically referred to in Article 
16(2) including Annexes A to J; 

(2) new preferences ordinarily for a period of ten year’s 
that may be approved by the Organisation under Article 15 
in order to carry out a member’s programme of economic 
development or reconstruction; and 

(3) advantages accorded under Article 44 to members of 
Customs Unions or Free Trade Areas, including interim 
preferential agreements, intended to lead to the formation 
of such Unions or Areas. 

These are important exceptions. The first exception 
permits India to continue the existing preferences with the 
U. K. and Colonies, though the ultimate object is their 
gradual elimination, by negotiation, on a mutually advanta- 
geous basis. The second exception envisages that the 
internal market for a product in a country desiring to 
develop or reconstruct an industry may be found inadequate 
for its economic development. A provision is, therefore, 
made in Article 15 to provide temporarily for a larger 
market for the industry through new tariff preferences in 
other countries. This particular provision is qualified by 
so many conditions that, it is doubtful if much use can be 
made of it. The third exception may be helpful to India 
if and when it enters into a Customs Union with any of the 
neighbouring countries. 

281. Article 17 requires Member countries to negotiate (b) Tariff 
for the substantial reduction of the general level of tariffs 
and the elimination of preferences. These negotiations 
must be initiated on the request of other Member countries 
and should be conducted on a selective product-by-product 
basis. No Member need grant concessions in tariffs or pre- 
ferences without receiving adequate concessions in return. 
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There are three exceptions to this general principle: 

First, Article 40 provides that a Member may reduce or 
withdraw a tariff concession granted to another Member 
on a particular product if import of that product increases 
to such an extent and under such conditions as to cause 
or threaten serious injury to domestic producers. The 
Member proposing such action must, however, give notice 
of its intention to do so to the International Trade Orga- 
nisation as soon as practicable; and must consult other 
affected Members. If the latter are not satisfied and the 
concession is nevertheless suspended, they may, within 
90 days, suspend an equivalent concession granted to the 

former. 

Secondly, Article 13 provides for release from contrac- 
tual obligations for the purposes of the economic deve- 
lopment or re-construction of any particular Member 
country. A Member has the option either to enter into 
direct negotiations with all the other Members which have 
contractual rights and to make such modifications in the 
tariff concessions as are agreed to or to apply to the orga- 
nisation to sponsor the negotiations. In case substantial 
agreement is reached, the Organisation may release the 
applicant Member from the tariff obligations concerned. 
If substantial agreement is not reached, the Organisation 
cannot grant the release. 

Thirdly, under Article 25 of the General Agreement 
the contracting parties may waive the tariff obligations by 
a two-thirds majority vote, which must comprise more than 
half of the contracting parties. 

(C)iotemai 282. Article 18 lays down that Internal Taxation and In- 

Taxation ternal regulations, such as those relating to the sale, pur- 
chase, transportation, distribution, or mixing of commodi- 
ties should not be employed for protective purposes. In 
particular it provides that no higer taxes should be im- 
posed on imports than on like domestic products. 

Article 18 specifically prohibits the establishment of 
internal mixing regulations which require directly or in- 
directly that any specified amount or proportion of a given 
product must be supplied from domestic source. Regula- 
tions of this type, which were, however, in force on July 
1, 1939 or on April 10, 1947 or on March 24, 1948 (at the 
option of each Member) are permitted to be continued but 
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■may not be modified to the detriment of imports. More- 
over. they are subject to negotiation in the same way as 
tariffs under Article 17. This particular provision will have 
a bearing on cases like the mixing of power alcohol with 
petrol, of foreign tobacco with Indian tobacco, and of 
foreign chemicals with indigenous products. 

Article 19 is an exception to Article 18 and applies to 
Motion Picture- Films. It permits Members to protect the 
Motion Picture industries by imposing screen quotas, by 
fixing the minimum proportion of screen time during which 
domestic pictures must be shown. 

283. Article 20 states the general rule against Prohi- W 
bition of imports or exports and quotas in respect of them, 
Sub-section (2) of that Article contains important excep- 
tions permitting import quotas as an aid to agricultural 
stablisation programmes. The following important excep- 
tions to the above article have been provided : 

(a) Article 21 permits quotas when these are neces- 
sitated by the balance of payments difficulties. 
Article 22 provides rules for non-discriminatory 
administration of such quotas as are permitted 
under Article 21. Article 23 (including Annexure 
K) permits limited discrimination in the admini- 
stration of quotas under Article 21. 

<b) Article 13 establishes a procedure for obtaining 
exemptions from Article 20 for economic develop- 
ment or reconstruction of particular industries or 
branches of agriculture. In pursuance of a develop- 
ment or reconstruction programme, if a Member 
considers it desirable to impose a quota on a pro- 
duct on which it does not have an outstanding 
tariff concession, it is to submit its quota plan to 
the Organisation together with a justification 
thereof and a statement of the period for which 
it considers the quota necessary. Paragraph (7) 
(a) of Article 13 provides four circumstances in 
which the Organisation’s approval of the quota is 
mandatory. The Organisation must approve of the 
imposition of the quota if it finds that it 

<i) is designed to protect a particular industry, 
established between January 1, 1939 and the 
date of this Charter, which was protected during 
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that period of its development by abnormal con- 
ditions arising out of the war; or 

(ii) is designed to promote the establishment or 
development of a particular industry for the pro- 
cessing of an indigenous primary commodity, 
when the external sales of such commodity have 
been materially reduced as a result of new or in- 
creased restrictions imposed abroad; or 

(iii) is necessary, in view of the possibilities and 
resources of the applicant Member to promote 
the establishment or development of a particular 
industry for the processing of an indigenous 
primary commodity, or for the pi’ocessing of a 
by-product of such industry, which would other- 
wise be wasted, in order to achieve a fuller and 
more economic use of the applicant Member’s 
natural resources and manpower and, in the long 
run, to raise the standard of living within the 
territory of the applicant Member, and is un- 
likely to have a harmful effect, in the long run, 
on international trade; or 

(iv) is unlikely to be more restrictive of inter- 
national trade than any other practicable and' 
reasonable measure permitted under this Charter, 
which could be imposed without undue diffi- 
culty, and is the one most suitable for the purpose 
having regard to the economics of the industry 
or branch of agriculture concerned and to the 
applicant Member’s need for economic develop- 
ment or reconstruction. 

After the intial period of the quota has expired, approval 
of its continuation, even if the circumstances described 
above are present, is no longer mandatory on the Organi- 
sation. The function of the Organisation in respect of 
these particular criteria is to determine whether they exist 
or not. It is evident that the first two criteria are deter- 
minable on the basis of statistical or other factual data. 
The last two conditions, however, clearly require the exer- 
cise of considerable judgment to ascertain whether the 
facts on which the criteria are based really exist or not. 

(c) Article 14 is a transitional provision. It provides 
that any Member may maintain existing quotas for 
the development or reconstruction of particular 
industries provided that such quotas are not discri- 
minatory and are not applicable to any product on 
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which the Member has an outstanding negotiated 
tariff commitment. The Member must Jve due 
notice to the Organisation, which has the authority 
to review the matter and if it considers continu- 
ance of the quota improper, to direct its modifica- 
tion or termination. 

(d) Article 40 applies to all the obligations of 
Chapter IV of the Charter as was pointed out 
earlier. Under it, tariff concessions mav be modi- 
hed or withdrawn. Prohibition of quotas mav also 
be withdrawn. However there must be a definite 
raiationship of cause and effect between the in- 


crease in imports and the obligations assumed bv 
a Member under the Charter. The Charter obli- 
gation.s need not be the sole cause of the increased 
imports but they must be at least a materiallv con- 
tributing factor. 


All the commitments under Chapter IV are qualified 
by Article 45 which permits Member to take measures for 
the protection of public morals or public safety or for 
various other specified purposes. 

284. There is no Charter provision forbidding the use ® 

of subsidies. By Article 25. however, any country main- 
taming subsidy of any kind which affects imports or ex- 
ports must submit to the Organisation full information 
regarding the subsidy and must undertake upon request to 
discuss with the other Members concerned or with the 
Organisation the possibility of limiting the subsidisation 
It does not go beyond that. 


Article 26 contains a general prohibition of export 
subsidies whether direct or indirect. Primary commodities 
are exempt from this rule. 


285. The object of the provisions under State Trading 
is to ensure that Members which conduct their external IrS 
trade wholly or purely through State Trading enterprises 29 to 32 
shall not suffer any special disability or obtain any special 
privileges under the Charter. It lays dowm the rule that 
state trading underiakingi shall follow the general princi- 
ples of non-disc«naination|knd shall be guided by commer- 
cial consider-^ons in th(^ purchases and sales. The 
underlying is that sU^^frading should not be used 
to circumvdt the main ot:^«J|ve of the Charter, viz., the 
liberalisat^ of trade barjlrs%nd it has been left to the 
good fait o the Member couiltri^ i| P which resort to state 
trading ' tise it in such a way .that .iRii-dpos not nullify tKcer of 

fft in sonie -le protective 
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provisions in the other sections of the Charter. The 
Charter has not however imposed any limits on state trad- 
ing. Any Member country can if it so desires 
method to the whole range of foreign trade. It is difficult 
to foresee how a completely collectivist economy will fit 
into the pattern of free international markets and multi- 
lateral trade, but the provisions of the Charter relating 
to State trading are sufficiently elastic to permit of resor 
to this method when it is necessary to regulate foreign 
trade in the interests of the economic development of an 
underdeveloped country. 

ig) Other 286 Chapter IV on commercial policy also contains pr{> 

ProviBione ^-gjo^s regarding freedom of transit, anti-dumping and 
countervailing duties, valuation for customs purposes, 
formalities connected with importation and exportation, 
marks of origin, publication and administration of trade 
regulations, information, statistics and trade terminology. 
We have already referred to some of these matters in a 
previous chapter on the problems of administrative protec- 

tionism. 

Economic Development and Reconstruction 


287. This is the most important Chapter from the point 
of view of industrially under-developed countries. This 
Chapter may be divided into two sections (i) obligations 
of a general nature, (ii) Government assistance to indus- 
tries. 

The first five Articles (8 to 12) in this Chapter deal with 
obligations of a general nature. 


Article 8 recognises that all countries have a common 
interest in making the best use of the world s human and 
material resources. The industrial and general economic 
development (including the reconstruction of industries) 
of all countries and particularly of those in which resour- 
ces are as yet undeveloped will create new employment, 
expand trade, increase the level ^of real income and so or. 


In Article 9 Members are en-'^ where 

necessary to reconstruct the i\al economic 

resources and increase the leiaint.-.“v« 

gressing any part of the the ^ .J® 

provides for cooperatioTpn lor eonomic dev >nt wi 
TilCOSO and other U,iiccN. organisations. 

- to studv ~ \tural resotrces and potentia .^3 
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industrial and general economic development of the un- 
developed countries and to assist them in the formulation 
of plans for such development. 

Article 11 stipulates that no Member of the I.T.O. shall 
impose unreasonable and unjustifiable impediments which 
would prevent other members from obtaining the essentials 
which they may need for industrial and general economic 
development such as capital funds, materials, modern 
equipment, technology and technical and managerial skill. 

Article 12 deals with the protection and fair treat- 
ment of international investments and emphasises the point 
that with appropriate safeguards international investments 
both public and private can be of great value in promoting 
economic development and consequent social progress. 
The Article clearly recognises that capital receiving coun- 
tries (1) may impose safeguards to prevent interference 
by foreign investments in their internal affairs, (2) may 
determine whether and to what extent and upon what 
terms it will allow future foreign investments. (3) may pre- 
scribe and give effect on just terms to requirements 
as to ownership of the existing and future investments, and 
(4) may prescribe and give effect to other reasonable re- 
quirements with respect to existing and future invest- 
ments. 

The Article further provides that members may enter 
into bi-lateral or multi-lateral agreements relating to the 
■opportunities and security for investment, which the Mem- 
bers are prepared to offer and any limitations which they 
are prepared to accept of the rights mentioned above. 

All these clauses discussed above (Articles 8 to 12) are 
general in character and the obligations arising out of them 
can be scarcely regarded as requiring specific performance. 
Member countries assume a measure of moral obligation to 
take action designed to achieve certain objectives, but the 
Chapter imposes nothing in the nature of contractual obli- 
gations in respect of these Articles, on the part of sub- 
scribing countries. The function of the I.T.O. will be pri- 
marily promotional and advisory. 

Governmental Assistance to Economic Development and 

Reconstruction 

288. There is nothing in the Charter to debar a Member 
country from developing its industries under the shelter of 
protection, but it attempts to fit in some of the protective 
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measures needed for developmental purposes as closely 
as possible with the principles of multi-lateral trading laid 
down in Chapter IV. Article 13 in Chapter III in itself 
does not specify the protective measures that a Member 
country can adopt for developmental purposes. It mainly 
deals with them as exceptions to the principles of com- 
mercial policy enunciated in Chapter IV which may be 
justified for the development of industries. We have 
already discussed in the previous paragraph the principles, 
of commercial policy and commitments of Member coun- 
tries under it and its exceptions. For purposes of our 
analysis in this Chapter we shall divide state assistance 
under the following heads: Tariffs, Subsidies, Quantitative 
Restrictions and Mixing Regulations. 

(1) Tariffs . — The principal tariff commitment of a Mem- 
ber is contained in Article 17, under which each Member 
is required, on request by any other Member and subject 
to the procedural arrangements laid down by the Organi- 
sation (i.c., selective product-by-product basis, which is 
mutually advantageous), to negotiate for a substantial re?- 
duction of the general level of tariff’s and the elimination 
of preferences. To this, as we have already pointed out. 
there are three exceptions. In the light of this Article and 
its exceptions, it may be stated that the tariff can be used 
without reference to the I.T.O. for protective purposes 
except where a Member country has agreed to a reduction 
or binding of duty. In cases where the duties are reduced 
or bound by international agreement, release may be ob- 
tained from the obligations through the procedure laid 
down in Article 13, paragraph 3. Further, for the purpose 
of economic development, preferences may be given to 
particular countries if it can be proved that these are 
essential for developmental purposes. 

(2) Stihsidies . — There is no objection to production sub- 
sidies. 

(3) Quantitative Restrictions . — The purpose of the 
Charter would be defeated if quantitative restrictions were 
freely permitted. Hence Article 20 forbids quantitative 
restrictions, but important exceptions have beep made to 
this general rule. We have already discussed them in 
detail. So far as economic development is concerned, the 
exceptions contained in Article 13, para. 7, are the most 
important. Under them industries started during the war 
and processing industries can be protected through quanti- 
tative restrictions. It may be also possible to use quantita- 
tive restrictions if it can be proved to the satisfaction of 
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jother Member countries that this form of protection is eco- 
nomically advantageous for the development of any parti- 
cular industry. 

(4) Mixing Regulations . — They have been already dis- 
cussed in paragraph 282 ante. 

In brief, under the provisions of the Charter, tariffs can 
continue to be used for protective purposes, subsidies can 
be resorted to if Government revenues permit it, quanti- 
tative restrictions can be used in certain specific cases but 
mixing regulations not already in force are prohibited. 

It should, however, be noted that abnormal imports of 
a commodity or its substitute, which threaten the establish- 
ment, development or reconstruction of a domestic industry 
or a branch of agriculture would justify the adoption of 
all these and su«h other measures as the situation may 
require. In such cases, however, a Member-country must 
give notice to the International Trade Organisation of the 
measures it proposes to take. 

The International Trade Organization 

289. The chief organ of the I.T.O. is file Conference 
which will normally meet once a year. The Conference 
will elect an Executive Board of 18 to carry on day to day 
organization. The final authority of the I.T.O. is vested 
in the Conference. In exceptional circumstances not else- 
where provided for the Conference has the right to waive 
any obligation imposed upon a Member by the Charter 
by a 2/3 majority vote. Out of the 18 seats on the Exe- 
cutive Board, 8 are reserved for Members of Customs Unions 
of chief economic importance. In assessing economic im- 
portance, the most important factor to be taken into ac- 
count is the volume of a country's international trade. In 
the Executive Board, as in the Conference, each Member 
has one vote. 

One article in this Chapter defines the relations of I.T.O. 
with the United Nations. It lays down that the I.T.O. 
should not take any action which might involve judgement 
on essentially political matters and that any subject which 
has been already brought before the United Nations in 
accordance with the provisions of the United Nations 
Charter shall be deemed to fall within the scope of the 
United Nations and not of the I.T.O. The purpose of this 
provision is to ensure that its activities are carried on 
without the intrusion of politics. 
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Settlement 
of Differ- 
enoee 


General 

Provisions 


290. Chapter VIII deals with the settlement of disputes 
and the interpretation of the Charter. Here provision is 
made for complaints by a Member Country if it considers 
that another Member is not fulfilling its obligations or if 
a situation arises which nullifies or impairs a benefit which 
the Member receives under the terms of the Charter. The 
complaining Member should first consult the other Mem- 
ber or Members and failing settlement, bring the matter 
before the I.T.O. first to the Executive Board with provis- 
ion for appeal to the Conference. 

If the Conference finds that any benefit accruing to a 
Member directly or indirectly under the provisions of the 
Charter is being nullified or impaired and all other 
methods provided for settlement of disputes have failed, it 
may release the complaining Member from the obligations 
of the Charter. In particular, it will release such a Mem- 
ber from its obligation to grant concessions, to the extent 
necessary to compensate such Member for such nullifica- 
tion or impairment. There is also provision for obtaining 
advisory opinion from the International Couii of Justice 
on legal tjuestions. This I'eferencc should be* confined only 
to points of law, and w'herc decisions on economic cjuestions 
are reejuired (c.y. whether a Member s balance of payments 
position is such as to justify the use of quantitative restric- 
tions or whether a Member should be permitted to use quan- 
titative restrictions for economic developments, the find- 
ings of the organization are final). 


291. This last Chapter contains miscellaneous provis- 
ions of a general nature. Article 99 deals with certain 
general exceptions to the provisions of the Charter in 
respc^ct of mattc'rs relating to national enieigencies aiising 
out of international relations, the purchase or sale of ato- 
mic materials and the stock piling of strategic commodi- 
ties, and includes a provision to the efiect that nothing 
in the Charter shall ovc'rride the Peace treaties and settle- 
ments resulting from the .second World War. Other articles 
deal with amendments to the Charter, review of the 
Charter after five years, the territorial application of the 
Charter and the authenticity of its texts. 


An important article sets out the rules governing trade 
relations with non-members of the I.T.O. It provides that 
Members may trade freely with non-Members bilt lays 
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down that a Member should not seek preferential treat- 
ment for itself in any new trade agreement with a non- 
Member nor should it give preferential treatment incon- 
sistent with the Charter lo the trade of a non-Member, if 
it thereby injures the other Members, No Member is ob- 
liged to give as favourable a treatment to the trade of 
non-Member as it gives to thg trade of the other Members. 

Section C 

An Assessment of the Charter 

292. In the preceding Sections, we have traced the 
history of the Charter and analysed its principal provisions. 
In this section, we shall examine some of the objections 
raised by its critics and try to define our attitude towards it 
in the light of our analysis. 

293. In course of our investigations, we received some 
evidence on this subject from the industrial and mercantile 
community. Not all of it was based on adequate analysis 
of its provisions or reasoned appreciation of their implica- 
tions. This was perhaps inevitable. For, neither the layout 
of the Charter nor the phraseology employed in it makes 
it easy reading, while the number of “exceptions'’ and 
“escape clauses” which it contains hardly lends itself to any 
simple analysis. Nevertheless, the evidence that vre re- 
ceived from the principal Chambers of Commerce including 
the Federation of Indian Chambers of Commerce and 
Industry has helped us to formulate our views, and we are 
obliged to them for the pains that they took to elucidate 
their views on this difficult subject. 

294. The principal objections to the Charter urged before 
us are as follows ; — 

(i) It is not possible for countries in different stages of 
development and with different needs to conform 
to a uniform commercial code. 

(ii) Under the Charter, approach to the I.T.O. is 
necessary under most of the clauses permitting of 
exceptional treatment to under-developed countries. 
This, it is contended, is to the disadvantage of 
countries like India. 

(iii) Although the Charter is concerned with both 
foreign trade and internal development and employ- 
ment, greater emphasis has been placed on the 


ObjectioLs 
to t ho Char- 
ter examined 


286 


former to the comparative neglect of the measures 
required for the development of under-developed 
countries; 

(iv) Objection has been taken to supra-national regi- 
mentation of domestic economic policies which it is 
feared is certain to go against the interests of under- 
developed countries. 

In the examination of these issues, it is necessary to dis- 
tinguish between the problems of the short-period and 
the long-period. For almost all the operative provisions of 
the Charter contain “exceptions” which are broadly of three 
t\’pes : 

(a) Exceptions, intended to meet the special problems 
of the short-period (e.c;., short-period disequilibria 
in the balance of payments); 

(b) Exceptions, intended to provide for escape in 
emergencies or unforeseen developments in 
national or international situation (e.g. the clause 
relating to “serious injury to domestic producers” 
in Article 40 of the Charter); and 

(c) Exceptions intended to meet the special problems 
of under-developed areas. 

U) The Rule 295. The contenlrion that the Charter expects all mem- 
af Equality irrespective of their stage of development to live up fb 

a uniform commercial code is substantially correct. It 
should, however, be the aim of practical policy in the under- 
developed counticies to make the best use of the exceptions 
in favour of these countries which the Charter contains 
through well-designed domestic measures and concerted 
action in the international sphere. At the same time, we 
expect that the industrially advanced countries of the West 
will rise up to their responsibilities, and actively assist the 
under-developed countries to take the fullest advantage of 
the special provisions made in the Charter for their econo- 
mic development. 

lii) Subser- 296. As regards the second objection, a careful perusal of 
mraD* ° analysis contained in Section B will show that the state- 

ment that India will have to approach the I.T.O. for almost 
all the steps that it might like to take to develop its indus- 
tries is too general. We have already seen that protection 
througli tariffs and .subsidies is permitted under the Charter 
and the limitations to the use of these instruments are by 
no means serious. The use of quantitative restrictions and 
mixing regulations is admitteeSy much mod'e restricted but 
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Lit exceptions to 

Article 20 are such that, in the short period, the employ- 
ment ol quantitative restrictions is possible in a reasonable 

without prior reference to the 
LT.O. As long as the conditions of the short period permit 
this use of quantitative restrictions, mixing regulations will 
occupy a comparatively minor place. In the long run, when 
the problems of the short period (e.g. balance of pavment 
difficulties) are solved, recourse to quantitative restrictions 
will oi course be no longer permitted as freely as now. 
Nevertheless, it ff, can be proved to the satisfaction of the 
International Trade Organisation that, in special cases, this 
method would be more economical than other permissible 
dlteinatives, its use would still be possible. 

• objection that greater emphasis is placed (j'b Empho- 

m the Charter on foreign trade than on economic develop- T 
ment and the domestic employment that follows from it t3” 
there IS considerable force in it. Most of the commitments 
regarding the liberalization of trade barriers are definite 
and are part of the international obligations of members; the 
provisions regarding internal development and employment 
are by contrast, expressed in general terms and defined as 
obligations of national and not international policy 
In part this is due to the nature of the.se problems 
While trade barriers can be dealt with bv specific inter- 
national measures, there is no such assurance about the 
steps that can be taken effectively on the international 
level to maintain full employment in the different countries. 

Ihis limitation of direct international action in the field of 
employment emphasizes the importance and urgency of 
international action to promote and further the economic 
development of industrially backward countries on the 
lines of the schemes for the rehabilitation and development 
of Western Europe. 

“supra-national Supra na- 

legimentation of economic policies” can be satisfactorilv 
answered only if a complete balance sheet setting out th; "rlic 
pros and cons relating to India’s ratification of the Charter 
IS drawn up in measurable terms. Clearly this is im,possible 
at present. A judgment on this issue must be necessarily 
considerations. If India decides to ratify 
the Charter, the disadvantage will be the loss of absolute 
freedom to shape its commercial policy in the national in- 
terests. The advantages would be the tariff concessions and 
assistance in economic development that 
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India might obtain from membership of an international 
body. The following subsidiary considerations seem to 
indicate that the range of these benefits may be appreciably 
enlarged if India can make the fullest use of its position in 
the I.T.O. 

(i) There appears to be no doubt that under-developed 
countries can make their case understood and influ- 
ence the discussions at the I.T.O. This was amply 
demonstrated at the Havana Conference where 
India and the other industrially backward countries 
played an important role. 

(ii) If India and the other industrially under-develop- 
ed countries are able to play their part effectively in 
the International Trade Organization, they might 
succeed in preventing unduly narrow interpreta- 
tion of the Charter clauses such as might restrict 
their economic development. 

(iii) Lastly, the supply of foreign capital and technical 
ability, which India would require for its develop- 
ment plans is likely to be more readily available if 
it becomes a member of the I.T.O. The Charter 
does not, of course, impose any definite obligations 
on the economically advanced countries of the 
world to assist the industrially under-developed 
countries with capital, technical ability or know- 
how; but the scheme of the Charter is likely to 
facilitate the grant of such assistance to a country 
which accepts the Charter and joins the I,T.O, 

If this hope is belied and the under-developed 
countries are not actively assisted in the develop- 
ment of their economy by the industrially advanced 
countries of the world, the entire purpose of the 
Charter will be defeated. 

Ueoommon- 299. Having considered the objections to the Charter and 
iitions reviewed its advantages and disadvantages to India, we 
are now in a position to define our attitude towards it. 

In the short period as we have already seen, the provi- 
sions of the Charter do not impose any serious limitations 
on India's freedom to mould its commercial policy in the 
interests of its domestic economy. So from the purely short 
period point of view, there can be little objection to the pro- 
visions of the Charter. 

In the long run the Charter undoubtedly imposes obliga- 
tions on members, which necessarily detract from their 
right to initiate and pursue commercial policies suited to 
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their needs. To this extent, it must be admitted that the 
ratification of the Charter will involve some derogation from 
the '‘sovereign right” of India to frame its commercial 
policy. We have already examined the nature of the 
limitations on a count i-y's freedom of action which in the 
long run the Charter will impose and have nothing further 
to add. The decisive consideration for the country is wlie- 
ther or not it should submit to these limitations for such 
advantages as may accrue to it by reason of its membership 
of the International Trade Organisation. 

300. All international commitments involve some direct 
or indirect encroachment on the freedom of a country to 
pursue its own policy, and participation in international 
organizations necessarily implies mutual sacrilices and 
adjustment of one another’s views. The Charter is no ex- 
ception to this general rule. We are glad to find that the 
need for this pragmatic approach to the problem is appre- 
ciated by a section of commercial opinion in this country. 
Thus the Indian Merchants Chamber, Bombay, observes as 
follov/s in their memorandum submitted to the Commis- 
sion : — 

“The Havana Charter for promoting an International 
Trade Organisation for attaining higher standards 
of living and for fostering and assisting inter- 
national economic development is part of an over- 
all scheme of international economic collaboration. 
This scheme of economic collaboration has already 
taken concrete shape in certain directions, such as 
the establishment of an International Monetary 
Fund and the setting up of an International Bank 
for Reconstruction and Development. The process 
is being strengthened in other social and cultural 
features by collective activities sponsored by the 
United Nations in various directions. The proposal 
for an International Trade Organisation has cer- 
tainly to be considered in the context of the over- 
all schemes for international collaboration and it 
would be difficult to treat the Havana Charter and 
the proposal for the International Trade Organiza- 
tion in isolation for purposes of determining the 
attitude which India should adopt towards the 
same. My Committee feel that India will have 
necessarily to be guided by the above approach in 
dealing with this problem”. 

Those sentiments are endorsed by the Indian Chamber of 
Commerce, Calcutta in the following word’s : 

“In the circumstances, the Committee consider that 
it will not be prudent on the part of India to stand 
aside and reject the Charter and thus be left in 
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isolation to find the necessary wherewithal in the 
shape of foreign capital, technical aid and know- 
how to further her plans of economic develop- 
ment. Having regard to all these considerations, the 
Committee of the Chamber are of the view that 
India should adhere to the Havana Charter and 
participate in the proposed International Trade 
Organisation. 

The question, however, arises as to whether India 
should ratify the Charter now or await ratification 
of other countries, particularly those who are 
under-developed like India. 

The Committee are of opinion that Government of 
India should await the decisions of other coun- 
tries”. 

The views reproduced above a2:)pear to us to place the 
issue in its proper perspective. In the words of William 
L. Clayton if the Charter is ratified by a majority of the 
signatory nations, as in all other international engagements 
“each member will surrender some of its freedom to take 
action that might prove harmful to others and thus each 
will gain the assurance that others will not take action 
harmful to it” 

This reciprocal character of the Charter obligations and 
of the derogation from members' “sovereign rights” which 
they entail suggest some further considerations w^hich it 
will be relevant to mention in this context : 

First, the pattern of India’s foreign trade has changed 
so markedly during the last few years that, in , 
future, India will find itself more and more in the 
company of those countries which are no longer the 
exporters of primary commodities. We have al- 
ready discussed in Chapter X the issues connected 
with the future pattern of India’s foreign trade. 
This development renders India more vulnerable 
than it was in the past to changes in the conditions 
of world trade and commerce. India has therefore, 
an increasing interest in the maintenance of a 
system of international trade, w^hich seeks to stand- 
ardise the restrictions on the international move- 
ment of goods and services. 

Secondly, an under- developed country like India will 
find it increa,?ingly difficult if not impossible to 
maintain itself in isolation from the rest of the 
world. The choice before it will be participa- 
tion either in a regional or a world system of trade 
and commerce. 
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Thirdly, the Charter in its present form will remain 
initially in force only for a period of five years and 
a member will be free to withdraw from the 
organisation after three years. Even if India 
ratified the Charter it will not be irrevocably 
bound by it and in the light of its experience of 
the working of the I.T.O. will be free to withdraw 
if it so desires. 

301. In view of these general considerations and the 
consistent altiiudc wiiich India has hithc'rto adopted 
towards measures of international economic co-operation, 
we recommend that India should ratify the Charter 
provided 


(i) that the other countries of major economic 
importance, including the U.S.A. and U.K., have 
by then ratified it and 

(ii) the economic conditions in the country at the 
time justify this course. 

In making this recommendation to Government, we 
reiterate our hope that the provisions of the Charter con- 
cerning the economic development of the under-developed 
countries of the world will be interpreted liberally by the 
leading industrially advanced countries of the' vvorld. 
In the pi'omotion ol industiial and general economic 
development and higher standards of living in under- 
developed countries lies the real and lasting solution for 
the problem of creating conditions which will ensure the 
successful \vorking of the Charter. And it is only by 
actively assisting in the execution of schemes of recons- 
truction and economic development in such countries that 
the indvrstrially advanced countries can lay the sure 
foundations of an orderly system of international trade and 
investment. The measure of success in the working of 
the Charter will thus be the degree of development 
achieved by under-developed countries with the active 
help of advanced countries.* 


* (.)uf Mi'. B. ]\I. Birin itr uiuible to agroo with tho ahov'o rcaom- 

mondation for roasous rocordod i;i Ids note wliich wo appoiid to this Chuptor. 
As wo havo already disciissod the issues r.iisod by him iti (ho foregoing para" 
graphg!, WG make no further eoimn^mts. 
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Note by Mr. B. M. Birla on the Havana Charter 

I do not agree with the recommendations made by the 
majority Report on the issue of the ratification of liavana 
Charter, as I believe that their approach is open to serious 
objection. The question is not vvhetlier U.K., U.S.A. and 
other countijes ratify the Charter but whether any inter- 
national commitments of the sort envisaged by tlio Charter 
arc* in our owt’ interest. It appears tliat there is a funda- 
mental conilict betweem the objectives of tiie Ravaria Char- 
ter and those which the Commission has in view. While 
the Conunission is cliarged with the la^dng down of a 
pi'opei- and effociive policy of protecting Indian industries 
against forcMgn eompelition, the Havana Charter creates an 
internatjonal organisation with the primary object of doing 
away with, rostrictions to trade and limiting tlie pmvers of 
member (‘(.>untries to impose measure suited to their owm 
needs and requirements. Thus, industrial development is 
mad(^ subservient to the interests of fi'ee international 
trade, an ideal, whicli cannot legitimately find a place in 
the fiscal policy of an undeveloped country like ours. 

The Charter aims at the expansion of world economy 
through the freedom of international trade. The emphasis 
is not on creating new employment by industrialisation 
but on preventing a fall in employment in countries already 
industrialised. The following ‘ quotation from the objec- 
tives of the Chartei- as appearing in Chapter I may be cited. 

“ to abstain from measures which would 

disrupt world commerce. reduce productive 
employment and retard ecnuornic progress”. 

In other words the Charter aims to safeguard against 
the export of unemplo^yment to other countries arisinf>’ as a 
result of greater industrialisation of tlic under-developed 
areas. The other essential objective of the Charter is to 
level down the barriers to trade irrespective of the level of 
industrial development or the level of employment in 
different countries. To quote again from the Charter it says 
in Chapter I 

‘‘To promote on a reciprocal and mutually advan- 
tageous basis the reduction of tariffs and other 
barriers to trade and the elimination of discrimina- 
tory treatment in international commerce”. 

This is the basis of the commercial policy laid down 
by the Charter which finds expression in Chapter IV of 
the document. Article 17 in Chapter IV requires the 
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members to carry out trade negotiations directed to the 
‘substantial I’eduction of the general level of tariffs.’ As 
a principle this cannot be acceptable to any country new 
in the field of industrial development as it cannot possibly 
think of reducing its tariff level. As far as India i.s con- 
cerned, it is a well known fact that our general level ot 
tariffs is still very low as compared to some of t!ic indus- 
trialLsed countries. The question for us, therefore, is not of 
lowering tiie tariff levels bul ot substantially raising fnern. 
to suit our own economy and our budgetoiy ! equ'.if'ments 
irrespective of any international consideration. A mention 
may'also be made of Article 3 in Chapter II which again 
expresses the sentiirrents to which an undeveloped country 
cannot be a party. It says, 

tnieasures to sustain employment, production and 
demand shall be consistent veith^ the other objec- 
tives and pi'ovisions of this Charier, .[viembei.s 
sliall sc'ck to avoid measures which would have 
the effect ol creating balance of payment difficul- 
ties for other countries”. 

One cannot visualize if such a condition can be fulfilled 
until the undeveloped countries are industrialised. During 
the period their industrialisation takes place, such a con- 
dition will undoubtedly hamper the progress. 

The main objection to tire Charter is in respect of 
Article 13 which provides for Governmental assistance to 
economic development and reconstruction. Although this 
article has been framed as an exception allowed to under- 
developed countries to enable them to develop their econo- 
mies. yet it limits to a very great extent the freedom of 
member countries to apply protective measures suited to 
their own needs and requirements. The main principles 
underlying this article is expressed in the following 
tei'ms: 


“The members recognise that special Governmental 
assistance may be required to promote the estab- 
lishme.nt, devdopment or reconstruction of parti- 
cular industries or branches of agriculture, and 
that in particular circumstances the grant of such 
assistance in the form of protective measures is 
justified. At the same time they recognise that 
an unwise use of such measures would impose 
undue burden on their own economies and 
unwarranted restrictions on international trade, 
and might increase unnecessarily the difficulties of 
adjustment for economies of other countries”. 
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The entire approach to the question of -economic 
•development appears to be half-hearted and the main pur- 
pose It seems is, to provide for some sort of an international 
leguladon and control over the fiscal policies of member 
countries. It is further clearly laid down in this Article 
that before any member country adopts any measures in 
the interests of its economic development, which may con- 
flict with the provisions of Chapter IV in respect of quotas, 
export subsidies, mixing regulations, etc., it must obtain 
t ie sanction of the International Trade Organisation. All 
this ultimately boils down to the proposition that if we 
latify the Charter we surrender our fiscal autonomy to a 
laige extent to an international authority. All along we 
had been denied freedom in fiscal matters because of the 
toreign rule. Now, when we are free to formulate our 
independont fiscal policy we are advised to ratify this 
Charter. My colleagues have also admitted in their Report 


the ratification of the Charter, -wdll 

involve some derogation from the sovereign right 
ol India to fashion her commercial policy.’’ 

I am unable to accept this compromise as I feel that 
there is no justification for it, when there is no substantial 
gam m return. I am sure, it would not be to our advantage. 

The underdeveloped countries have all along provided 
the market for the advanced trading nations, who have 
built up their economies by innumerable devices of trade 
restrictions and an all out protection of their industries 
v\diich apparently is now' being denied by the Charter. The 
Charter is, thus, an attempt to freeze the existing pattern 
of industrialisation and to maintain the advantage in 
favour of such countries who have already developed their 
economies to a high pitch. After all, who took the initi- 
ative to formulate the Charter? It was not India or any 
other undeveloped country. Such a Charter was primarily 
needed by those industrialised countries who are anxious 
to secure a permanent market for their exports which could 
no doubt be made possible by lowering the barriers to in- 
ternational trade. 


Apart from the series of restrictions the Charter imposes 
on the formulation of a free fiscal policy of a counti-y and 
Its subjugation to an international authority, certain clauses 
in the Charter strike at the very root of any protectionist 
.poJicy that backward countries may have to adopt to 
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develop their economies. Quotas or quantitative restric- 
tions and export subsidies are generally prohibited in the 
Charter. Further, under the Clause 18. it has been specifi- 
cally laid down that no country is to maintain any quanti- 
tative restriction relating to the mixture, processing or use 
of products directly or indirectly which may require that 
an amount or proportion of a product subject to the regula- 
tion must be supplied from domestic sources. This means 
that if w^e want to produce certain parts of an article, w^e 
cannot lay dowm any regulation for the utilization oi such 
products manufactured by Indian industries. The prin- 
ciples of fiscal policy which w^e have recommended do not 
debar us from adopting special measures to ensure a market 
for such products manufactured in India, but the Charter 
would not permit any such measures. 

It has also been argued that there is nothing in the 
Charter which prevents any country to protect its indus- 
tries by means of tarifls. There is even a feeling that as 
nothing has been said against the levy of tariffs for protec- 
tive purposes the under-developed countries can make use 
of tariffs without let or hindrance. After all, a high pro- 
tective tariff can be as great a restriction to free inter- 
national trade as any quotas or other regulations, v/lrich 
have been specifically prohibited under the Havana 
Charter. How can we depend on the use of tariffs to take 
the place of other restrictive measures which the Chailer 
wants to avoid? Article 13 of the Charter which I have 
quoted earlier sufficiently provides against a highly pro- 
tectionist policy. 

What is the positive side of the Charter? There are no 
obligations worth the name imposed on the I.T.O. to assist 
the development of backward countries. A lot is being 
made out of the so-called GATT agreements and it is 
pointed out that if India keeps aw^ay from the Charter she 
will be deprived of the trade concessions, wdiich she may 
receive from the other member countries of the I.T.O. 
These concessions do not mean much to India at present. 
We are not depending on concessions for most of our exist- 
ing exports which either consists of raw materials or such 
products which are still monopoly items in trade. 

It seems that there is a serious misapprehension that 
foreign capital and technical skill may not be forthcoming 
to India if she keeps away from the I.T.O. It is difficult to 
understand how the Charter would facilitate the flow’^ of 
foreign capital to this country. Foreign capital is not 
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governed by this or any other Charter. It would be 
attracted to any country where the return is adequate and 
it pays to invest. There is no other consideration. It 
proper conditions are created, foreign capital would come 
to India as it has already gone to the remotest corners of 
Arabia. As regards technical skill and capital goods, it is 
common kriovdedge that tliey are available even today in 
the international markets provided we pay the price. The 
price is reasonable and is determined on the same basis for 
every c(>uniiy. So many countries are taking advantage of 
the available supply. 

Anotlier argnment advanced in favour of the ratilication 
of the Havana Charter conveys that India cannot livo in 
isolation and that the Charier may provide an opportunity 
to counlnes like India witli less international inliuence in 
making tlieir influence fell through the I.T.O. 1 think, a 
country does not become stiong and mliuential by mere]}' 
joining such organisations. Our influence in international 
matters will not be felt unh^ss we are strong industrially 
and commercially and have the capacity to produce. It is 
only then, tlial we will be m a position to take an Gflective 
part in such an organisation and contribute our utmost to 
international well being and prosperity. 

In viev/ of the above considerations I oppose the ratifi- 
cation of the Charter as it is not in India’s interest to do so 



CHAPTER XXII 

GENERAL AGREEMENT ON TARIFFS ANI> TRADE 

302. At the lir.st session ol the Preparatory Crimmiitce of 
the United Nations Conterence on Trade ai'd Employ nio.‘nt 
held in I.ondon ;n i'MS ii was d'-cidcd tha! at tiu- seeond 
session to be licld at Geneva in 1947 Members ol Uie Pre- 
paratory Comniitteo should undertake negotiations direct- 
eci to sub.stirintial ’'eduction of lai'iffs and oilier barners to 
trade on a mutually advantageous basis. Negotiations 
were accordingly' opened at Geneva on Ajirjl 1(1, 1947 and 
compic.‘t.ed on October 3(1. 1947. Hesicrcs tlic Membeis ol the 
Preparatory Committee. Pakistan, Syria, Burma, Ceylon 
and Southern Rhodesia also took part in tlie ncgotiai,ions. 

303. Each country taking part in the tariff negotiations Basis ^id 
first, co,nn)iled and submitted a list of products for which it 
wished lc» expand it,s export market and for which it asked 

for a reduction of tariffs from one or other of the participat- 
ing countries. Similarly a schedule of “offers”, i.e., a list 
of goods on wiiich a particular country was prepared to 
reduce its tariff duties was also compiled. These two 
schedules constituted the basic documents ior each set of 
negotiations. They were conducted on a reciprocal and 
mutually advantageous basis. No country was expected 
to grant concessions without receiving equivalent conces- 
sions in return. Further', tire needs of individual countries 
and their industries were taken into account and the nego- 
tiatiorrs were conducted on a selective, product-by-product 
principle thus ensuring flexibility. A similar procedure 
was also followed in negotiations on tariff preferences. 

The concessions included — 

(a) the complete elimination of certain duties and 
preferences, 

(b) the reduction of duty and pr'eference, 

(c) the binding of duties at existing levels, and 

(d) the binding of duty-free treatment. 

304. One hundred and twenty three sets of bi-lateral 
negotiations were completed amongst the countries which negotia- 
participated in the negotiations at Geneva. Taken as a tiona 
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whole about two-thirds of the import trade of the 
countries concerned was covered by the tariff reductions or 
the binding of existing tariff rates. The completed negoti- 
ations, thus tried to fulfil one of the paramount objectives 
of the Havana Charter, viz,, the obligation of I.T.O. 
Members to negotiate with other Members for the sub- 
stantial reduction of tariffs and elimination of preferences 
as provided in Article 17 of the Charter for the Inter- 
national Trade Organisation. 

One important feature of the concessions received and 
granted was its multi-lateral application. A concession 
received or granted through negotiation with any other 
participating country was to be immediaic-ly extended to 
the other participating countries also. Thus the Most 
Favoured Nation Treatment became in effect multi-lateral. 
For example, if India granted to Australia a tariff reduction 
on a particular article, all other parties to the Agreement 
were entitled to a similar reduction of dut}" on the exports 
of that article to India. 

A special advantage of tlie Geneva type of negotiations 
was that, being carried out simultaneously, the participat- 
ing countries were able to take account not only of the 
direct concession offered but also of the benelits accruing 
indireclly as a result of parallel negotiations involving 
other countries. 

The results of the negotiations for tariff reduction were 
embodied in the General Agreement on Tariff’s and Trade 
with necessary provisions for their effective implementa- 
tion. 

305. The GATT is divided into three parts. It has 34 
articles. 8 annexures and numerous interpretative notes. The 
sch(‘dules of tariff concessions are printed in three volumes 
containing 1300 pages. 

Part 1 of the GATT deals with the principle of Most 
Favoured Nation Treatment and the schedules of conces- 
sions. Part II contains general commercial provisions 
which are similar to those of the Havana Charter. For the 
purpose of identification, the GATT articles are listed 
against similar Havana Charter articles in Appendix X. 
Part HI deals with Territorial Application of GATT, Fron- 
tier Traffic, Customs Unions, Joint Action by the Contract- 
ing Parties, withholding and withdrawal of Concessions, 
Relation of GATT to I.T.O. Charter and Amendments etc. 

The General Agreement on Tariffs and Trade provides 
a positive assurance of the fact that the commitment in the 
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Havana Charter to negotiate for a substantial reduction of 
tenffs and elimination of preferences can be fulfilled. The 
eneral Agreement is in effect a full scale commercial 
policy code incorporating many of the commercial rules 
laid down in the more comprehensive Havana Charter, It 
IS an agreement intended to give effect to the Charter rules 
on this subject in advance of its enforcement and to further 
one of the objects of the Charter, viz., the reduction of 
taiiils and preferences all over the world. 

The terms of the General Agreement are worked into 

1!! ^'hich refer 

to GAIT and to the contracting parties specifically. Article 

1/ of the Charter provides the necessary formal link 
between the two documents, and it.s different clauses 
attempt to adjust the provisions of the GATT with those 
of the Charter. 


on a provisional The preeeat 

Jasis fi om 1st January 1948. The provisional application 
of the Agreement involves the application of Parts I and 
HI of the Agreement to the full extent and of Part 11 to the 
extent not inconsistent with existing legislation. The pro- 
visional application can be withdrawn on (50 days’ notice. 

Ihe question of ratification does not arise till a contracting 
parly is m a position to ratify the I.T.O. Charter After 
the Agreement has been ratified by a contracting party' it 
may withdraw from it on or after January 1951 after giving- 
six iiionths' notice. 

307. In pursuance of the decision taken by the contract- 

mg pa 1 tics at its second session in Geneva in 1948 to invite position and 
the countries which showed interest in the Havana Charter • 

but were not parties to the GATT to enter into tariff nego- 
tiations for the purpose of their accession to the General 
Agreement, negotiations were started at Annecy fFrancel 
between April 8, 1949 and August 27, 1949 with ten new 
aiuntnes^-Denmark. Finland. Greece. Haiti, Italv Sweden 
Dominican Republic, Liberia, Nicaragua and Uniguav. At 
the end of these negotiations a protocol was drawn up to 
enable the accession to the General Agreement of these new 
countries and to implement the results of the tariff negotia- 
tions earned out with them. The protocol was signed by 
all the contracting parties by November 30, 1949 and hS 
come into force with effect from the 20th May. 1950. 

308. India took part in the negotiations for tariff re- ““l 
ductions both at Geneva and Annecy, and has provisionally 

given effect to the concessions negotiated at Geneva with 
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effect from the 9th July 1948. At both these negotiations 
India was guided by the following three principles;— 

(1) Concessions should be such as are demonstrably 
in the interesis of national economy or as are not 
injurious to the national economy, 

(2) Concessions should not relate to products in 
respect of which a claim for protection is likely to 
be made during the next three years, and 

(.I) Concessions should not result in an excessive loss 
of revenue. 

At Geneva, India conducted negotiations with the follow- 
ing countries: Australia, Benelux (Belgium, Netherlands 
and Luxemburg). Brazil, Canada, Chile, China, Cuba, 
Czechoslovakia, France, New Zealand, Norway, Syiia- 
Lebanun and U.S.A, The nature of the trade between India 
and Cuba and between India and Syria-Lcbanon was such 
that no basis for any agi'ccment was found. There were no 
direct negotiations with the U.K., Ceylon and Burma. The 
special character of India s trade with Pakistan has been 
recognised under the Agreement in article XIV, paragraph 
,5. This provision gives a free hand to the tivo countries to 
adjust their customs tariff in relation to each other and to 
conclude agreements for the supply of essential commodities 
in the best interests of their mutual trade. At Annecy, 
negotiations w'ere conducted w’ith Denmark, Finland, 
Greece, Haiti, Italy and Sweden. As India had no signi- 
ficant trade with the other four new count ies represented 
at the Annecy Conference, inz., Dominican Republic, 
Liberia. Nicaragua and Uruguay, no negotiations were 
carried out with them, and therefore no direct conces- 
sions were either granted to or received from them. 


Concossions 
secured and 
granted 


309. The following are the principal items of the export 
trade on which concessions were secured at the Geneva 
negotiations: 

Direct concessions . — Jute and Jute manufactures, 
Cotton manufactures, cashewnuts, mica, shellac, coir mats 
and mattings, sports goods, carpets, spices and condiments, 
essential oils and tea. 

Indirect concessions . — Unmanufactured tobacco, coffee, 
cotton, non-essential oilseeds, castor oil, linseed oil, essen- 
tial oils, fancy goods, sports requisites, turpentine, tea, raw 
wool, woollen carpets and rugs, woollen blankets, eoir and 
coir manufactures, wax, gums and resins, kapok, granite 
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and marble, raw hides and skins, leather, canvas shoes 
with rubber soles, spices, curry paste and powder, oilier 
condiments, nuts, bristles, pig iron, tanning materials, mica, 
cotton yarn, cotton floor coverings, certain other varieties 
of cotton manufactures, jute yarn, jute carpets, certain 
other varieties of jute manufactures, drugs and manganese 
ore. 

The nature and extent of these concessions and the coun- 
tries in respect of winch these concessions were obtained 
have been discussed in detail in a rnernorandum prepared 
by the Ministry of Commerce on the General Agreement on 
Tariffs and Trade in July 1948.* We do not consider it 
necessary to go into those details again but include a classi- 
lied list of the concessions received by India, country-wise, 
in Appendix XL At Annecy, India rec'eived concessions 
on tea, shellac, mica, cashew kernels, coir mats and mat- 
tings, jute cloth and bags and linseed oil. The details of 
these concessions are also shown country-wise in the 
above Appendix. 

A classified list of the concessions granted by India 
both at Geneva and Annecy is given country-wise in 
Appendix Xlt. 

The following two statements prepared in the office of 
the Economic Adviser to the Government of India give the 
total value of trade on which India has received concessions 
directly or indirectly and the total value of trade in com- 
modities on which India has granted concessions directly 
or indirectly. 

*“M 0 morandvim on the General Agfoomont on Tariffs and Trade” — 
July 1948. 
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Table 39 


Summary Statement showing the Total Value of Trade in 
Commodities on which India has received concessions 
Directly or Indirectly. 
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Summary Statement showuig the Total Value of Trade in 
Commodities on which India has granted concessions 
Directly or Indirectly. 
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A detailed study of the individual GATT items was 
also undertaken. Unfortunately no inference could be 
drawn from these figures. First, the available figures shoAV 
the working of the Agreement only for a period of nine 
months. Secondly, the majority of the contracting parlies 
has been experiencing balance of payments difficulties and 
their foreign trade has been, theiefore, kept strictly under 
control. In the circumstances, the GATT concessions liavo-' 
not been of any appreciable .significance in India’.s trade in 
these commodities. 

310. It now remains to consider if India should con- Recommeud 
tmue to be a party to the General Agreement on TarilTs 
and Trade beyond December 1950. As we have already re- 
commended India’s participation in the I.T.O. under cer- 
tain conditions, a decision on the present issue autoniali- 
cally follows. India should continue to adhere to the 
GATT. It will be to its interests to do so even if the ratifi- 
cation of the Charter for the I.T.O. is delayed. In Chapter 
XXI we have already explained the reasons for which we 
considei it desiiable for India to ratify the Charter; those 
reasons apply with equal force to our continued participa- 
tion in the GATT. It is likely that all the important coun- 
tries of the world except the USSR, which \are already 
parties to the GATT, will continue to participate in it till 
they have taken a final decision on the Charter. It v/ill 
not be to India’s benefit, therefore, at this stage to take a 
different line till the future of the International Trade Or- 
ganisation is definitely known. 

Vife received some evidence on the principles followed 
for the selection of commodities for purposes of tariff nego- 
tiation. The existing principles appear to be sound and 
we suggest that in all future negotiations the following 
principles should be borne in mind:— 

First, in regard to the tariff concessions to be re- 
ceived from other countries, India should concen- 
trate on — 

(a) Commodities which meet with competition 
from similar commodities from other countries 
in the world market, 

(h) Commodities which may meet with competi- 
tion from possible substitutes from other coun- 
tries in the world market, 

(c) Manufactured commodities rather than raw 
material. 
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Secondly, in the matter of granting tariff conces- 
sions, India should concentrate on: 

(a) Capital goods 

(b) Other machinery and equipment 

(c) Essential raw materials. 

We have also three further suggestions to make: 

First, the special export requirements of the 
unorganized cottage and small-scale indus- 
tries. which depend on the foreign market to a 
large extent should be borne in mind when 
India enters into trade negotiations with 
foreign countries. It should be the particular 
aim of India’s representatives to secure for 
them the maximum of tariff concessions in the 
foreign market and to safeguard their position 
aginst competitive imports from abroad. 

Secondly, a close watch should be kept on the 
course of trade in the GATT items, and half- 
yearly trade returns should be published 
within six weeks of every half-yearly period; 

Thirdly, before any fresh negotiations are start- 
ed, the representatives of trade, industry and 
other interests concerned should be consulted 
as regards the nature of the concessions tViat 
India may claim from the other countries and 
of the reciprocal concessions that the other 
countries, in their turn may demand of it. 



CHAPTER XXIII 

THE INDO-BKITISll TRADE AGREEMENT, 1939 

Section A 

Historica I Background 

311. Indians participation in a scheme of ‘Trnperiar’ Pre- Biickground 
ference was mooted by the IJ.K. Government as early as 

1903. The Government of India then examined the nature 
of India’s foreign trade and came to the conclusion that it 
would not be in the interests of the country to be a party to 
Trnperiar’ preference. 

In the early twenties the idea again came to the fore- 
front. Tn 1922 the Indian Fiscal Commission examined the 
case for 'Mrnperiar’ Preference and came to the conclusion 
that the adoption of a general scheme of preference would 
mean an additional burden on the consumer only ‘T’or the 
furtherance of interests which are not primarily Indian”. 

The Commission, however, recommended selective and 
discriminating pieference after examination by the Tariff 
Board. According to it, the governing principles in the 
application of such a policy were to be (1) the prior 
approval of the Legislature. (2) the maintenance of the re- 
quisite degree of protection to the Indian industry, and (3) 
the avoidance of appreciable economic loss to India. 

Between 1923 and 1932 the Government granted preference 
to British goods only in two cases. These were Iron and 
Steel and Cotton textiles which were protected during this 
period. 

312. With the onset of the economic depression in 1929, 

England was forced to make radical changes in its fiscal 
policy. In September 1931 the pound sterling was devalued 
and immediately afterwards duties were levied on almost 
all imported articles. Goods from the Dominions and 
India were exempted from the duties till the 15th Novem- 
ber 1932. In the meantime, an Imperial Economic Con- 
ference was called at Ottawa to review the developments in 
world trade and commerce which followed the depression 
of 1929-30 and the devaluation of the pound sterling and 
to evolve plans for the revival of Commemwealth trade. 

India participated in this Conference, for circumstances 
became radically different from those of 1903. With the 
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Trade Agree- 
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change introduced in its tariff policy by the Import Duties. 
Act of 1932 the United Kingdom was in a position, as never 
before, to grant preference in return for those granted to it. 
Secondly India’s dependence on the United Kingdom 
market ‘was dearly revealed during 1929-32. the period 
during which India’s total volume of exports began to 
decline. In 1929-30 the United Kingdom’s share of India’s 
exports was 21 per cent, which increased to 28 per cent, 
in 1932-33. Thirdly, with the almost simultaneous 
devaluation of currencies in the sterling area-countries, 
currency and exchange rates in the sterling area were likely 
to be more stable than in other countries where policies 
were changing rapidly. These considerations induced the 
Indian Delegation to enter into an elaborate scheme of 
reciprocal preferences with the United Kingdom Govern- 
ment. The Agreement which was to remain in force for 
three yeai‘s was signed on the 2t)th August 19a2'and was 
ratified by the Indian Legislative Assembly in Novembei 
1932. It was supplemented by the Iron and Steel Agree- 
ment signed in September 1933. The Indo-British Trade 
Agreement of 1935 (the Supplementary Agreement) which 
fodowed the Bombay-Lancashire Agreement of 1933, and 
was designed to .supplement the Ottawa Agi'cement of 1933. 
and to hold good only during its currency, however, met 
with a different fate. This Agreement was intended to set 
out the general principles which the Government of India 
wished to follow as regards the treatment of the United 
Kingdom goods competing with t’ne products of a protected 
Indian industry and was necessitated by the fact that the 
Ottawa Agreement had left out of consideration commodi- 
ties which enjoyed protection in India. This Supplementary 
Agreement was. however, rejected bi' the Indian Legislative 
Assembly and automatically lapsed when the notice of 
termination of the Ottawa Agriiemcnt was given in 1936. 

313. The Ottawa Agreement did not find much favour 
in the country. A review of its working was undertaken in 
1936 and shortly afterwards the Legislature voted for its 
termination. Notice of denunciation of the Agreement 
was given on the 13th May 1936, but in the talks that 
immediately followed between the Government of India 
and the United Kingdom Government, it was agreed that 
the preferences granted under the Agreement would conti- 
nue as a purely interim measure till a new Agreement had 
been reached between the two countries. After protracted 
negotiations an Indo-British Trade Agreement was signed 
on the 20th March 1939. but was rejected by the Legislative 
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Assembly. The Bill, was however, certified by the Gover- 
nor-General and on the 18th April was passed, as certified, 
by the Council of State. The Agreement was to last till 
the 1st April 1942. 

The mam features of the Agreement may be summarised 
as follows; — 

(i) The Agreement preserved all the concessions and 
privileges which India enjoyed in the United 
Kingdom market under the Ottaw^a Agreement 
with two exceptions, namely, the preference on 
wheat, wKich w^as abolished and that on rice, which 
was reduced to one-third. On the other hand, 
preferences granted by India to the United 
Kingdom were reduced from 106 items to 20 items, 
of which 19 were old items. 

(li) India was assured of continued free entry for all 
Indian products which were admitted free of duty 
at the time of the Agreement. 

In addition, India was assured of free entry for 
lac, raw jute, myrobalam. mica slabs and splitt- 
ings, and hemp when imported from any sources 
wdiatever. The United Kingdom also agreed to 
maintain the existing preference on tobacco until 
the 19th August 1942, and undertook to co- 
operate in any measures that might be practi- 
cable to facilitate the marketing of Indian tobacco 
in the United Kingdom. 

(iii) The United Kingdom agreed to grant to India 
any tariff preferences granted to any of the 
Dominions of Newfoundland, Southern Rhodesia or 
Burma and reciprocally the Government of India 
undertook to grant to the United Kingdom any 
tariff preferences granted to any of these countries 
except Burma. 

i(iv) The Government of the non-self-governing Colo- 
nies agreed to accord to India preferences granted 
by them to other parts of the British Empire with 
certain exceptions, and the Government of India 
in their turn undertook to grant to the non-self- 
governing colonies preferences on certain commo- 
dities at the rates shown in Schedules V and VI 
of the Indo-British Trade Agreement (vide 
Appendix XIII (A)]. 
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(v) Provision was made for separate trade negoti- 
ations with Ceylon pending which the preferences 
then given by Ceylon to India were continued 
and the Government of India agreed to give 
Ceylon the same preferences as in the case of the 
other non-self-governing colonies. 

(vi) The United Kingdom granted— 

(a) preferences at a rate of 10 per cent, ad valorem 
on the following articles, namely, bones, castor- 
seed, coir yarn, cotton yarn-unbleached, raw goat- 
skins, gram, groundnuts, teak and other hard 
woods, undressed leather, linseed, magnesite, 
oijseed cake and meal, paraffin wax, sandalwood 
oil, soyabeans and certain specified spices; 

(b) preferences at a rate of 15 per cent, ad valorem 
on certain vegetable oils, granite setts and kerbs, 
dressed leather, jute cordage and ropes; 

(c) preference at a rate of 20 per cent, ad valorem 
on coir mats and mattings, certain varieties of 
cotton manufactures and jute manufactures; and 

(d) preferences at specific rates on magnesium 
chloride, coffee, tea, rice and carpets. 

(vii) In return for the above concessions, India granted 
to the United Kingdom preferences on twenty tariff 
items, namely, drugs and medicines, containing 
spirit, certain varieties of chemicals, drugs and 
medicines, cement, paints, colours and painters^ 
materials, fonts, woollen carpets, rugs and other 
woollen manufactures, iron or steel hoops and 
strips, iron or steel barbed or stranded wire and 
wire rope, copper wn’ought and certain manufac- 
tures, domestic refrigerators, sewing and knitting 
machines and parts, certain varieties of electrical 
and other instruments, apparatus and appliances, 
motor vehicles and parts and cycles. 

(viii) The drawback orders which were said to have 
nullified the preference on oilseeds were modified 
so as to withdraw the concession from goods other 
than linseed oil. 

(ix) Finally, under a special article known as the 
Cotton Article, the United Kingdom was granted 
an immediate concession by way of a reduction in 



309 


the duties on cotton piece-goods but the continu- 
ance of that concession was made dependent, on 
the one hand on the imports of piecegoods from 
the United Kingdom keeping within certain well 
defined limits and, on the other, on the United 
Kingdom purchasing from India certain agreed 
quantities of raw cotton. The following basic rates 
were fixed for Cotton piece-goods from the United 
Kingdom; ITo per cent, ad valorem for printed 
goods; 15 per cent, ad valorem or 2 annas and 
pies per sq. yard, whichever is higher, for grey 
goods; and 15 per cent, ad valorem for other 
cotton piece-goods; it was proved that if during 
any ‘‘cotton year’’ the imports of Indian raw 
cotton into the United Kingdom fell below a speci- 
fied minimum quantity or exceeded a specified 
maximum quantity and, alternatively, if imports of 
the United Kingdom cotton piecegoods in any 
“cotton piecegoods year” exceeded a specified 
minimum yardage, the basic rates stated above 
might, in the subsequent year, be increased or 
decreased within a certain limit. 


314. The World War broke out within five months of 
this Agreement coming into force. Since then controls, 
rather than tariffs, have influenced the direction of India’s 
trade. This makes it difficult to make a quantitative assess- 
ment of the effects of the Agreement. In this Chapter only 
a brief attempt will be made to discuss the nature of the 
concessions received and granted. In this connection an- 
other point to be noted is the changes that have been 
brought about in the preferential rates by the General 
Agreement on Tariffs and Trade. A statement showing 
the concessions received and granted and the changes 
effected as a result of the negotiations held at Geneva and 
Annecy is given in Appendix XIIL 

Section B 

Analysis of the Indo-British Trade Agreement 

315. The nature of the concessions which India has Concession:^ 
received in the United Kingdom market has been already 

set out in paragraph 310 and the tables that follow. We 
shall now examine their importance in relation to India’s 
total exports and in the United Kingdom market. As com- 
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pared with 1938-39, India’s dependence on the United 
Kingdom market has dwindled. The following table gives 
a comparison between the values of preferred and non- 
preferred exports (in 1938-39 and 1948-49) to the United 
Kingdom and to ah countries including the United 
Kingdom. 


Table 41 

Values of Preferred and Non-Preferred Exports in 1938-39 

and 1948-49 
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It will be seen from the above statement that the share 
of India’s total exports, both preferred and non-preferred, 
to the United Kingdom has declined from 34- It; in 1938-39 
to 23*5% in 1948-49. The decline in the share of exports 
of preferred articles to the United Kingdom market was 
still greater — from 43-7/8 to 20-6% dui*ing the same period,. 
In otheP words, at present India does not depc nd as much 
as it did in pre-war years on the United Kingdom market 
either for its exports generally or for the |:)referred items 
on the export list. The significance of this change is 
further enhanced by the fact that preferred articles now 
constitute 74% of India’s total exports as against 58-2^7 in 
1938-39. From this statistical analysis the conclusion 
emerges that the importance of preference in the system 
of India's export trade has considerably declined. 

316. Our analysis of the concessions received by India 
suggests a classification under the following heads: — 

(a) Concessions which are not of any great value to 
India ; 

(b) concessions which have been given to India 
under Most-Favoured-Nation-( Commonwealth) 
Treatment ; and 

(c) concessions which are of definite advantage to 
India. 

In the first group fall magnesite, oil cakes, barley, rice 
not in the husk, gram, bones and jute manufactures. Of 
these jute manufactures form the most important item. In 
1938-39, 10-4%. of India’s exports of jute manuiaclui es went 
to the United Kingdom in 1948-49 the proportion was 
12*2%>. It ma}^ also be pointed out that in 1948-49, jute 
manufactures constituted 28*2% of India’s exports of all 
preferred articles. India has, however, a virtual monopoly 
of jute manufactures, and an export duty has been levied 
on them. It is doubtful if preferential tariffs have had 
any appreciable part in stimulating the export of this com- 
modity to the United Kingdom market. As regards the 
other items in this group, India has no exportable surplus 
in food articles and it is hardly likely that export of bones 
.and magnesites can be encouraged. 

Items under group (b) are tea, spices, groundnuts, coir 
yarn, goat skins— raw, paraffin wax and teak and other 
hard woods. Tea is the most important item in this group. 
In 1948-49 it formed 65-l%> of India's total exports of all 
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preferred articles as compared with 49-2% in 1938-39. But 
since the outbreak of the war the bulk purchase arrange- 
ment made by the U.K. Government has taken away the 
value of the tariff concessions. As long as this continues 
tariff concession will be of no use in stimulating its export 
in the United Kingdom market. Among the other items, 
paraffin wax. teak and other hard woods and spices will 
face strong competition from the other Commonwealth 
countries which also enjoy preferential tai’iff in the 
United Kingdom market. India has therefore, no differen- 
tial advantage in respect of these commodities. As re- 
gards goat skins raw, coir yarn and groundnut, India has 
been the principal supplier to the United Kiiigdom rnar-ket. 
In 1938-39 more than 89'1 of tire impor ts of coir yarn and 
groundnuts into the United Kingdom was from India and 
India’s share in the United Kingdom market of raw goat 
skins was about 61%. Similar figures for recent years are 
not available. At present 31 '6% of India’s exports of goat 
skins, 20% of its exports of coir yarn and 16% of its ex- 
ports of groundnut go to the United Kingdom. In other 
words, India has a world market for these articles and con- 
cessions in the United Kingdom market are only of second- 
ary importance. The concessions for the items in this 
group are necessary only if similar concessions are granted 
to other Commonwealth countries. 


This brings us to the last group which consists of cotton 
yarn and other cotton manufactures, tanned hides and 
skins, tobacco-manufactured and un-manufactured, "ranite 
setts and kerbs, vegetable oils, linseed, woollen c'>rpets! 
.sandalwood oil and magnesium chloride. The United 
Kingdom is India’s principal market for all articles in this 
group except cotton yarn, cotton manufactures and manu- 
factured tobacco. The main competition in the.se articles 
m the United Kingdom market is from countries outside 
the Commonwealth, The preferences are therefore, use- 
ful m assisting our export trade in these ,nrticles to the 
United Kingdom especially in view of the growing im- 
portance of these articles in the country’s export trade 


Besides these three groups, there are certain raw mate- 
rials for which free entry is allowed. Some of the 
important items in this group are shellac, sticklac and other 
varieties of lac, raw jute, mica slabs, mica splittings, and 
hemp. In so far as seme of these articles are liable to the 
actual or potential competition of synthetic products the 
free market in the United Kingdom will be a source of 
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considerable strength to India. This is particularly so in 
the case of shellac and mica. 

317. The concessions which India granted to the United 
Kingdom and Commonwealth countries covered only 
twenty items as against one hundred and six in the Ottawa 
Trade Agreement. On the basis of import values, only 
10% of imports in this country was given preferential treat- 
ment as against 25% in the Ottawa Agreement. The pre- 
ferences were restricted to a few highly competitive im- 
ports; commodities in respect of which the United King- 
dom w’as exceptionally strong or weak were omitted from 
their scope. The following statements give the total 
value of imports of each preferred article and the value 
of imports from the United Kingdom in 1938-39 and 
1948-49. 


Concession© 
granted by 
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Table 42 

Hhowmg the v dm of total Imports of different preferred Articles and the value of Imports of those from the United Kiiv/dom 

in 1938-39 and 2948-49 
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It will be seen from the above statements that Chemicals, 
Drugs and Medicines formed the most important items on 
which concessions have been granted, constituting about 
27% of the total preferred imports from the United 
Kingdom. The next item in order of importance was 
motor cars which constituted about 16%) of the total value 
of preferred imports from the United Kingdom. Parts of 
mechanically propelled vehicles came close to motor cars. 
Instruments, apparatus, appliances and electrical instru- 
ments formed another 11 per cent, of the total preferred 
imports from the United Kingdom. We refrain from com- 
menting on the figures for 1948-49 as the imports during 
this period were greatly influenced by the import control 
measures in force, but would point out that as compared 
with 1938-39, while the share of the United Kingdom in 
man}’- individual items of imports has increased, the aggre- 
gate share in the total import of preferred articles has 
remained more or less constant — presumably because the 
individual items in which the United Kingdom registered 
substantial increases w^ere compai*atively small in relation 
to the total value of preferred imports. 


The margin of preference allowed was general iy 10 
per cent, except in two cases. In the case of motor vehicles 
it was 71 per cent. Drugs and medicines containing spirit 
[tariff item 22(5) (b)] were given a preferential rate of 
Rs. 4 per imperial gallon. As has been already mentioned, 
these preferential rales have been modified as a result of 
the negotiations for tariff reduction held at Geneva and 
Annecy. 


318. The quantum of preference has been provided either 
by a reduction in the standard rate or by an increase in it 
or by a combination of the two methods. Adjustments in 
the preferential rates were made after the Ottawa Agree- 
ment. After the Indo-British Trade Agreement of 1939 no 
fresh adjustment was made as the margin of preference 
continued to be the same as before.* In practice the choice 
of method for the fixation of the quantum of preference 
depended on a variety of factors the more important of 


^Tn 1932 t he stati(lar< l on motor earn wliicli had so f'fir boon 37^% 

was lowered to 3i)% ad valorem on Brit-i.sli imports ?.e., tlu^ preh reiiLtial margin 
was given by a complete reduction in duty. In the (‘ase ot paints and painte^'’-'^* 
materials, tr)il( t soap, etc. for which the st.vmdard rate,'-) of duty had been 25% 
ad valorein duty was raised to 35% ad valorem on non-Britisli goods, tlnm the 
pnd'enmee was given by an incr<»as€^ in duty. For (•ertain othtw classes cS 
goods wiiero the stand^i.rd rate of duty )iad boon 25% ad valorem (iiity was 
raised to 30% on non-British goods and lowered to 20% on British goods. 
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which were: — 

(a) the character of the preferred import iiic.rc:c':rig 
the all-important fact whether it was competitive 
to domestic industry or not ; 

(b) the percentage of the domestic market which the 
preferred import supplied ; 

(c) the elasticity of the preferred sources of supply. 

We shall turn to a consideration oi this problem in the 
following section but before we do so, wo si'iould like to 
explain the concessions granted to cotion textiles and steel. 

319. One of the controversial clauses in the Agreement 
was Article 10 known as the '‘Cotton Article", the main 
provisions of which hate bceR already summarised in 
paragraph 310. At the outbreak of tlie war. tiiC’ irriport of 
cotton piecegoods from the Unit(‘d Kingdom fcdl below 
the minimum figure of 425 million yards, wliereupon 
according to the terms of the Agreement, the Government 
of India reduced the duties on them by 21 pen- cenl. in 
1940. Shortly afterwards, the in-take of Indian cotton into 
the United Kingdom also fell below the minimum levels 
laid down in the Agreement; but no furl he]' alteration in 
the preferential duty on cotton piecegoods was made. 
Since then, the coarse of World War II and dianges in the 
structure of production in tlie textile industry and the 
pattern of trade between India and the United Kingdom 
have removed the basis of the old Cotton Article. 

Similarly in the case of steel, the old premises on which 
the grant of preferences to imports from the United King- 
dom was based have disappeared. The px'eference now en- 
joyed by the imports from the United Kingdom was origi- 
nally part of the scheme of protection formulated by ihe 
Tariff Board in 1934 for the benefit of the Indian Steel 
Industry. The Industry was deprotected in 1947, when the 
protective duties were converted into revenue duties but 
the preference on the imports from the United Kingdom 
was left untouched. Unlike the Cotton Article, this pre- 
ferential duty does not form part of the Indo-British Trade 
Agreement. It should, therefore, be possible for the 
Government of India to deal with this duty on a different 
footing from that of the tariff preference on Cotion Tex- 
tiles. We were assured, in course of our enquiry that 
Indian Steel could now stand on its own against foreign 
steel, whether from British or non-British sources. If so, 
a decision on this point will depend purely on revenue 
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considerations and on the incidence of the present re- 
venue import duty on steel on its price to the domestic con- 
sumer. We understand that both these cases — preferential 
duties on cotton textiles and steel— -are now under the con- 
sideration of the Government of India. As regards the 
latter, we suggest that the duties on steel, both standard 
and preferential, may be usefully discussed in course of 
the next round of international tariff negotiations likely 
to take place in llie near future. As regards the preference 
on cotton textiles, since this forms par! of the Indo-British 
Trade Agreement, it will be obviously desirable to take it 
up as part of the negotiations on this subject to be under- 
taken at a later .dale which we rccornmend elsc'where in 
this Chapter. 

Section C 

An A^sensmeiit of the existing preferential system. 

320. In the previous section we have already discussed 
the effect.s of the prefei'cntial rates of duty on the import 
and export of preterred articles. In this section we pro- 
pose to examine t.hc eflects of the .scheme of preferences 
as a whole on the interna! economy of the country. It 
will suflici' to exairmie the i.ssiu* Irom the following point.s 
of view; — 

(i) the probable “loss of revenue” resulting from the 
grant of preferences on imports ; 

(ii) the effect of preferences on protection to 
domestic industries ; and 

(iii) the burden on the consumer. 

321. It is difficult to arrive at a quantitative estimate of 
the probable loss of revenue that the existing preferential 
duties might entail. In the first place, the Indo-British 
Trade Agreement of 1938-39 was in force for only five 
months before World War II broke out, and ever since the 
end of the war imports and exports of goods haVe been 
continuously under licensing and control. This makes it 
impossible to measure the changes in the yield of customs 
revenue which can be attributed to the preferential duties. 
Secondly, the changes in the scope and range of preferential 
duties following the General Agreement on Tariffs and 
Trade have introduced another complication. A third 
source of confusion arises from the difficulty inherent in 
any analysis of preferred duties — of considering “the loss 
of revenue” apart from “the burden on the consumer’’. 
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The argument on this point has been briefly set out in 
paragraph 229 of the Report of the Indian Fiscal Commis- 
sion, 1921-22* and needs no further elaboration in this con- 
text, particularly as some aspects of its will be discussed 
in a later paragraph of this section. 

It is impossible to hazard any estimate of the probable 
“loss of revenue” from the preferential tariffs now m 
force. Under the terms of the Indo-British Trade Agree- 
ment of 1939, the number of articles on which concessions 
were granted was reduced from 106 to 20. As we have 
already seen, the General Agreement on Tariffs and Trade 
has further reduced the scope of these preferences. It is 
the considered view of the Ministry of Finance that “the 
revenue implications of the preferential arrangements as 
they exist today are not of much importance”. 

322. In expounding the economic principles underlying 

tViP arant of oreference and the economic limitations of forences or 
preferences in India, the Indian Fiscal Commission of 1921- P~n,, ■ 
22 observed categorically that “under no circumstances industries 
should preference be allowed to diminish the protection 
which it may be decided that an Indian industry requires . 

This principle was faithfully followed in the case of the 
Ottawa Agreement of 1932. Articles which were granted 
protection were kept out of its scope and preferences in 
respect of them where proposed were separately negotiated 
after the Tariff Board had examined the relevant cases. 

In the Indo-British Trade Agreement of 1938-39 also, 
protected articles were kept out of its scope and the so- 
called “Cotton Article” (Article 10 of the Agreement) was 
incorporated into it only after special negotiation. As long 
as this principle is followed, there can be little risk of 
preference reducing the quantum of protection required by 
an indigenous industry. 

323. The question may, however, be asked whether the ^ii) Adtoioo- 
need to combine an agreed rate of preference with adequate on the COD • 
protection may not impose an unnecessary burden on the sumer 

r>iv>for,.mtiiU rato is n ro.luction from t.ho gonerai ralo, it is ••loar 
iliaf t.lio (•ouulrv granting tho preferential rale i.s sacnfioing revonuo. .\s 
wo iiavo iuai<'atoil abovo, proforontial rale.s are not liivwevor always a re- 
.I.n-tion from tho standard rate. On t)ie <-ountry protoronoo oflon takes 
4o form oi raising tlio duties against the non-tavourod oonntrios, 
ilload of lowering thou, for tho honotit r.ftbo lavourod eonntnes. 

.■asos it mav bo a.rgn(«l tiiat- tho State Bacrilife.4 no rovomm. littleod it may 
roi-o'ive in v iew of tbo higher rates imposed on t, ho iion-favourod countries 
a aligiitly liighor rovonuo. But for tho true economic ollect wo have to look 
below the surfar*©. 

c, f. Para. 229, p. MIH. He|)oi*t of the ImHan Fiscal Commission 1921 -22. 
r9 M Com 
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consumer. It is difficult to answer this question in the 
abstract, but broadly speaking two types of cases may 
arise. 

First, the landed cost from the preferred source of 
supply may be the lowest import price on the basis of which 
the quantum of protection to an indigenous industry is 
fixed. In that case, no additional burden will be imposed 
on the domestic industry mei’ely because of preference. 
Indeed in such a case preference must take the form of an 
addition to the protective tariff equivalent to the agreed 
margin of preference. It will be reasonable to assume that 
in the circumstances of this case, the preferred source will 
also be an elastic source of supply. On this assumption the 
burden of protection resulting from the grant of protection 
in this case will be no higher than that imposed by the 
protective tariff. 

Secondly, the ‘Manded cost” from tlie preferred source 
of supply may be higher than that from the other sources. 
In that case, Jtlie quantum of protection will be based on 
the lower costs from non-preferred sources. The actual 
rate of protection may, in view of the highc'r cost from the 
preferred source of supply, automatically (insure the agreed 
rate of preference to the preferred source of supply but this 
may not be always so. If the rate of protection does not 
secure for the preferred source the agreed margin of pre- 
ference, the rate of protection (based on the difference 
between the lowest “landed cost” and the fair selling price 
of the domestic industry) may have to be increased in order 
to enable the preferi'ed source to secure Die agreed quantum 
of preference. The foilowdng example will illustrate the 
above argument: 

Suppose there are two foreign souices of supply — 
Australia (non-pref erred j and the United Kingdom 
(preferred) and that the margin of stipulated preference is 
6 per cent.; further that the “landed cosd’ of a product as 
compared with the fair selling price of the protected 
domestic industry, measured in terms of a common unit, 
is as follows: 


i 

A.ufitralla 

(Landed 

U. K. 
(Lauded 

j India 
(Fair 
selling 
price) 

Exjimple t ..... 

100 

80 

120 

Example 11 

100 

no 

120 

Example ITI .... 

100 

102 ' 

120 
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The principle of equalization of the lowest ‘landed 
cost’’ of imports with the “fair selling price'’ of the domes- 
tic industry would result in varying rates of protection. 
In Example I, the rate of protection would be 50*1 per cent, 
(which will also be a preferred rate), while the standard 
rate would be 56 per cent. There is no ground for prefer- 
ence in this case. On thi' assumption made in the previous 
paragraph, this will impose no additional burden on the 
consumer. In Example II, the rate of protection will be 
20 per cent, and no additional burden is likely to be impos- 
ed by the necessity of granting a 6 per cent, pix^fercnce to 
the United Kingdom producer. In Example III, the i*ale 
of protection will remain at 20 per cent, but the necessity 
of granting a 6 per cent, preference to the United Kingdom 
producer will require the enhancement of the protective 
tariff by at least another 4 per cent., i.e.. from 20 per cent, 
to 24 per cent. For, otherwise, the fair selling price of 
the domestic industry will not be equated with the lowest 
landed price plus import duty which in this case happens 
to be the United Kingdom price. 

To generalise, preference will impose a burden on the 
consumer in addition to the burden of protection il the 
difference between the landed costs of the preferred and 
non-preferred sources of supply is less than the stipulated 
margin of preference. In practice, it is extreniely unhiudy 
that there will be many preferred ai’ticles in respect of 
which this condition will be fulfilled ; for it will be cieaily 
the duty of a country to refuse preference, in sucli cases, 
beyond the amount needed to equalize the varying landed 
costs of foreign imports. In Appendix VI a list is given of 
the commodities in respect of which both protective and 
preferential duties are in force under the terms of the 
Tndo-British Trade Agreement of 1939, as modihed by the 
General Agreement on Tariff's and Trade (1947). It will be 
seen from the nature of the preference granted to these 
articles that they are hardly likely to impose any additional 
burden on the consumer. 

324. We shall now examine the principles underlymg 
preferential duties generally and their effect on the 
economy of the country. The economic principles 
relating to preferences were succinctly set out m para- 
graphs 224 and 225 of the Report of the Indian Fiscal Com- 
mission, 1921-22. There is little that we can usefully add 
to that analysis. Broadly speaking the theory of diffei- 
ential import duties suggests that their effect on a com- 
modity or a group of commodities would depend on 


Effect of 
preferential 
duties on the; 
priros of 
preferred co- 
mmodities 
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(a) the elasticity of demand for that commodity (or 
group of commodities) in the country granting the 
preferential concessions, and (b) the relative elasticity 
of supply of the preferred and non-preferred sources 
of imports. Given the nature of demand for imports, the 
price of imported commodities will tend to fall if the pre- 
ferred source of supply can increasingly provide the require- 
ments of the domestic market. This in its turn will depend 
on the relative enterprise and efficiency of the preferred 
source of supply. A country 'X’ should, therefore, grant 
preferential concessions to those industries of another 
country which are relatively more efficient and ‘elastic’ 
in supply than similar industries in another country ‘Z’. 
It is difficult to measure the relative efficiency of industries 
in different countries, and the only practical index is the 
proportion of the domestic market that can be captured by 
the preferred source of supply within a reasonable period 
of time. 

It is difficult to ascertain, in retrospect, how far these 
principles were followed in the negotiations leading upto 
the Indo-British Trade Agreement of 1939, or to assess the 
merits of the existing preferences with reference to them. 
The pre-war statistics of imports of preferred articles are 
available only for a period of six months after the execution 
of the Agreement, and post-war figures are vitiated not 
only by the restrictions on the free flow of international 
trade and commerce which were imposed immediately after 
the outbreak of the War and have continued ever since, but 
also by the large-scale changes in the conditions of demand 
and supply that occurred during and after the war. These 
factors make it impossible to apply in practice the only 
pragmatic test that can be used to measure the relative 
efficiency of a foreign source of supply and to which we 
have referred above. Since these factors are likely to 
remain operative for some years, no useful purpose will be 
served by attempts to assess the effect of preferential 
duties on the economy of the country. 

325. Having examined the relevant aspects of the ex- 
isting preferential system, we are now in a position to 
define our attitude towards it. We have already indicat- 
ed the changes in the pattern of trade between India and 
the Commonwealth countries with particular reference to 
the United Kingdom indicating the value of the preferen- 
ces given and received by India. From the figures, it 
appears that between 1938-39 and 1948-49 India’s share of 
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the export market in preferred articles in the United 
Kingdom has fallen while United Kingdom’s share in the 
Indian market in preferred articles has remained satis- 
factory. India’s policy in regard to preferences needs to be 
reviewed in the light of the situation revealed by these 
figures. In their brief to the Indian Trade Delegation to the 
Geneva Conference on tariff negotiations in 1947, the Gov- 
ernment of India indicated their policy in the following 
words : — 

“India should endeavour during the negotiations to 
make its maximum contribution to the realization 
of the ultimate objective by agreeing to the fullest 
practical extent to the abolition or reduction of the 
preferences enjoyed by the United Kingdom and 
colonies in India and those enjoyed by India in 
the United Kingdom and colonies in return for 
tariff reductions by foreign countries”. 

As we have already seen, in pursuance of this policy, 
both India and the United Kingdom reduced the margin of 
preference granted to each other in respect of a large 
number of items, and pledged themselves to a binding of 
the reduced rates of preference against any increase in 
future. The action taken by the two countries was in line 
with their obligations arising out of the Charter of the 
I.T.O. In all these circumstances, we suggest that India 
should commence negotiations with the United Kingdom 
and the colonies for reviewing the whole position. The 
continuance or otherwise of preferences should be decided 
on exclusively on a consideration of economic advantages 
and on the basis of mutual interests. 
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CONCLUSION 


In this Book, we sum up ihe results of our enc[uiry. In 
Chapter XXIV we iiidicaie, on the basis ot our analysis, 
the objectives of a short-term economic policy arui Ihe 
priorities associated with iu Chapler aXV contains a 
summary of the principal findings and rcc'crnmendalions in 
the Report. 


CHAPTER XXIV 

OBJECTIVES AND PRIORITIES OF A SHORT-TERM 
ECONOMIC POLICY 

326. In the foregoing chapters, we have attempted to problems of 
indicate a pattern of economic development for India. This 
development will necessarily take place in stages — the rate 

of progress depending on the variety of factors to which we 
have referred inz.. avaiUtbility of resources and the eUl- 
ciency with which they are utilised, — including in the 
private sector, the manner in which the policy of protection 
and of other measures of assistance is implemented. This 
will call for continuous adjustment of administrative 
methods and practices and it would be necessary to ensure 
that short-term policies are viewed in the wider perspective 
of the long-term objectives of the country's economic 
policy. 

In the next Chapter, we summarise our findings and 
recommendations but before we pass on to it we should like 
to focus attention once again on the tasks that face the 
country in the immediate future. 

327. In several Chapters of our report we have sought ( 3 hjective 8 o 
to differentiate between short-term and long-term aspects 

of our recommendations. We think that it will be useful i\)iicy 
(i) to present a connected view of the problems of the shoit- 
term period and (ii) to indicate in a general way how the 
available resources can be most effectively directed towaids 
the achievement of the ends in view. We are concerned 
here only with the economic, not the social service, acti- 
vU:ies of governments and our aim is to indicate out 
conception of what the ‘‘priorities’' might be in this 
field. The objectives which the nation has to place 
before itself in the shortterm period are:— 

(i) Rationalisation of Agriculture*— The pro- 

grammes for eliminating dependence on imports 
for foodgrains now before the country should merge 
with a wider plan for the most efficient use of the 
country’s agricultural resources by the application 
of modern scientific research and the evolution of 
a diversified economy in rural areas. Inci eased 

forestry, anirnal liusbaifory. fishery 
also occupations subsidi;.ry to ai^riculture, (’ottag<‘ ltidustr.es, etc. 
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production of cotton and jute should also figure 
prominently in this. A target should be placed 
for the country which would be high enough to 
arouse nation-wide enthusiasm. 

(ii) Concentration on basic and key industries and 
on those producing essential raw materials and 
consumption goods, e.g.. Iron and Steel, Coal, 
Cement, Textiles, Sugar — should be increased. 

(iii) A sustained drive for increased exports especially 
to dollar areas. 

328. In Chapter VII we have dealt with the first of the 
above objectives. We have indicated the variety of 
measures comprised in a co-ordinated ellort for maximisa- 
tion of output from agriculture and the sort of ‘institutional 
set-up'' that is essential to lift the people out of themselves 
and enlist their interest and support in the great task of 
bettering their own condition. We have also dealt with 
objectives (ii) and (iii) in Chapters Vlll, IX and X res- 
pectively. It is unnecessary for us to emphasise the fact 
that the achievement of these objectives for the short-term 
period will be possible only ii all available resources are 
employed to the best advantage and Ihc^re is no dispei’sa] 
of ('iTort in directions which are wsl irnniediateiy urgent. 
'‘Priorities’’ should be fixed with tins piincipk.: in \Mew. and 
observed by the Central and Slate Governments. Nothing 
can be more nijurious to the pei'maiumt intc-iesls of the 
country than a \eeakenlng in the strict erdorcennent of 
sucli priorities. 

r 329. We begin by saying that defence and oasic and key 
industries stand in a special position. Such defence indus- 
tiies as are needed have to be eslablislK'd by the Central 
Government. 

As regards basic and key industries, the iiolicy should be 
to complete the projects already commenced and not to 
start any new ones unless there arc specially weighty 
reasons for doing so. 

330. Leaving these industries aside, the higliest priority 
should be given by Govcnnirnents to sckiomes of agih cultural 
improvement in the broadest sense — those for increasing 
the production of food, cotton, jute, etc., and for the deve- 
lopment of cottage industries on the lines contemplated in 
Chapter VIIL Irrigation and multi-purpose projects inclu- 
ding minor inigation works are of the utmost import- 
ance for India in view ol the small proportion of the total 
cultivated area that is irrigated. Expenditure under these 
heads is mainly the concern of the States but the Central 
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Government should assist States by grants and loans. Such 
assistance is specially necessary in regard to major irriga- 
tion and multi-purpose projects, which are beyond the 
financial capacity of individual States. The Central Gov- 
ernment should: — 

(i) make such financial assistance available on a 
basis that will make it possible for long-term 
programmes to be prepared and well-devised 
arrangements to be made for execution of projects; 

and 

(ii) also make available to States expert assistance 
of the highest quality to ensure ciliciency and 
economy. We v'ould also urge that State Govern- 
ments would be well advised to concentrate their 
energies and resources on tliese schemes leaving 
industrial ventures- -especially those which under 
the industrial policy StatcaTumt of y\pril 1948 
come within ihe private- Sector to ho undertaken 
by auch private entc-rprise as may be lorthcorning. 

331. Next in order of priority come in(aisli-'es whicii are 
necessary for the irnplemenlation o1 the agi'iciiltural 
progi'arnme and the construction and nnvijilenance of large 
irrigation and multi-purpose projects. In ChapKO' IX we 
have drawn attention to the demand for rnachmery and 
ecjuipment which will arise Irorn the (^xrcuiion ol tliC' multi- 
purpose projects. The setting up o' indusltte's to m^.et 
these demands should be encouraged. Oth(‘r schemes v: laer 
this head are; — Mechaiiical and electrical e(|iiioincm lt>t 
irrigation ; manufacture of improved implem/v'nis iieeued r)y 
cottage industries ; a net-work of industrial establishments 
for manufacture of agricultural implements as suggested by 
us in Chapter VIII; manufacture of fertihzm's. etc. 
Possibly also the manuiacture of tractors s suable in 
Indian conditions will be necessary, /iii thc'se industiies 
can be established by private effort and thc' Government 
should give all assistance needed to bring them into 
existence as early as possible. 

332. Next come programmes for increasing praxiurUion 
in the industries producing basic raw mateiiai.s and con- 
sumption goods. Besides protection Government assistance 
in varied forms will be necessary for Dvs—e.g.. import 
licences for replacement and renewal and essential addi- 
tions to machinery ; special measures for supply of raw 
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materials etc. It would also be desirable for Government 
to encourage the establishment of industries for the manu- 
facture and repair of machinery and equipment needed by 
these industries. We have indicated m paragraph 1-8, 
Chapter IX. the principles which should regulate pnoii- 
ties in this field. Clauses (c) and (d) of the priorities 
indicated in this Chapter for the private sector are applica- 
ble in this context and efforts should be made to stimula e 
private enterprise to establish industries; — 

(i) which are complementary to these industries e.g., 
those which will manufacture machinery, parts 
etc., needed by them, and 


(ii) which will increase the external economies o 
these industries resulting from the establishment o 
a group of allied industries. 


We have already given our view on the issues connected 
with the policy of protection and of other forms of assist- 
ance that should be followed in the futuie. 

333. Pari passu with these there should be effoits to 
stimulate the tertiarv occupations winch will be needed 
when the agricultural and industrial developments envisag- 
ed above are taking place. Here again except in regard to 
communications there is scope for private effoit. 

334 The stimulation of exports should also receive 
adequate attention in this period. In Chapter X. we have 
discussed the directions in which India s export trade is 
expected to expand. 

335 We believe that in the short period, concentration 
on the programme indicated above in general terms is 
essential to prevent waste of energy and resources. ^ 
by strict adherence to such a policy can the foundations be 
laid for large scale economic development in future years 
and a sound long-term economic policy. 


CHAPTER XXV 

SUMMARY OF FINDINGS AND KKCOMMENDATIONS 

Book I 

Introduction and Approach 

1 _ , - / ... .. f- . nTMci'l t I' 1 * 

This Chapter is purriy i ru.x. \ ^ ‘ lutix)duBtory 

our general approach to the (jucslion rei'ciTcd 1o us viz. 
the place of protection and oiber foinis of assistance in 

a co-ordinated policy of economic development- -and 

explain the plan of the Report. 

We consider it necessary to preface our enquiry sNuth 
an enunciation of the fundamental objectives ol the ,*! objective 
country's economic policy because d is only againsl ' 
background that any policy for protection ol or assistance 
to industries can be adequately forniuialed. 

The fundamental objectives of an Economic Policy for 
India must conform to the ‘■Directive Principles (.I State 
Policy” as laid down in the Constitution and the Industrial 
Policy Statement of 1948 and should be broadly as follows; 

^‘first, avoidance of unemployment, or under-cmploy- 
meh through the achievement and maintenance 
in each country of useful employment oppoituni- 
ties for those able and willing to work and of a 
large and steadily growing volume of production 
and effective demand for goods and services; 

^‘secondly, sound, eflieient. and fuller utilisation of 
natural resources; 

‘‘thirdly, steady and progressive increase m standards 
of pi'oductivity, elimination of sub-standard condi- 
tions of labour and the creation of incentives that 
will stimulate enterprise; 

“fourthly, special measures for the development of 
agriculture including animal husbandry, on modern 
scientific lines for the production of food and of 
essential raw materials for industries (cotton, jute, 
etc.); for the establishment and development of 
industries for the processing of domestic primary 
commodities; 

“fifthly, special measures for the development of 
cottage industries and small-scale industries on co- 
operative or individual lines; 
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''sixthly, ensuring that large scale industrialisation 
occupies a prominent place in any programme of 
development as capital equipment and modern 
techniques can make a notable contribution to 
increases in production, productivity and standards 

of living in this field a mixed economy is 

indicated; 

''seventhly, the inti'oduction of a diversified economy 
which would load to a bettoT’ uliJisation of the 
diversified talents of the community and its diver- 
sified human and natural resources and would 
enable the population to lead a full and a richer 
life than would otherwise be unattainable/' 
(Para. 12), 

In implementing these objectives, we I’ecommend that 
early attention should be given to the following problems: 

(a) a close study of lire problem of population; 

(b) the need for enlisting popular entliusiasrn in 
economic development plans. 

As a preliminary to (a), we recorrimend the constitution of 
a snia II expert committee to review tlie population data 
available to suggr'sl wUat additional information should be 
collected to study the trends in population growth. 
(Fdiras. 13 and 14) 

Book II 

A Historical Retrospect 

Wc have examined the changes that liave taken place in 
dilTerent sectors of the country's economy — agriculture, 
industry and forrsgn trade — as a result of the following 
factors ; — 

(a) the great depression of 1929-33; 

(b) the separation of Burma; 

(c) World War II; and 

(d) the partition of India, 1947. 

Our review of the changes that have taken place since 
1923 reveals that in spite of the advances made in some 
lines of manufacture, the deficiency in the different sectors 
of the country's economy still remain considerable and a 



great efl'ort will be needed to make up the leeway in the 
country’s agricultural and industrial production. (Para. 
40) 

Our finding is that so far as the pre-war lariff policy is 
concerned,, it can be claimed that the policy of discriminat- 
ing protection, within its limited scope, has achievc'd a 
fairly large measure of success and that on balance the 
direct and indirect advantages to the community resulting 
from tlie protection granted to the major industries which 
received it have offset the burden on the consiuntn's. 

Th(:^ results of protection gi-antc‘d since 1945 t(,) the now 
industries are, however, less conclusive. We find that the 
burden of protection of some of tfiesi' war-time industnes 
on the consumers has not yet been apprecialhy reduced. 
It is, however, too early to express any views on the success 
of the policy of protection in respect of these industries. 
(Paras. 88 and 89) 

Book III 

Pattern of Econovvic DeDelopyne/nt 

We ai-e convinced that in formulating a d(wxvlopmen.t 
polic>' for India, we should ];eet) in the forefront, llie basic 
significance of agriculture in the country’s life and 
ecoh omy . ( Pa r a . 93 ) 

The soiuiion of the tiroblem of under-'employrnent in 
agricirhure has to be sought in the concurrent adotition of 
a two-fold programme; — 

first, rationalisation of agriculture, i.e. maximisation 
of production in terms of yield pin* acre by steadily 
irn proving agricultural methods and promoting an 
intensive system of mixed fai'ming, and 

secondly, drawing away the surplus forces from 
land into industries — occupation subsidiary to 
agriculture, cottage and small-scale industries, 
large-scale industries and tertiary occupations. 
(Para. 93) 

The main problem in agricultural development is how 
to evoke the enthusiasm of the agriculturist for plans for 
the betterment of his condition. 

The greatest need at present in India is an extension 
service with the object of bridging the gap between re- 
search and the practices of producers, similar to those 
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which have been found so valuable in the U.S.A., U.K., 
etc. (Para. 96) 

An important role should be assigned in future plans to 
industries subsidiary to agriculture and cottage and small- 
scale industries and a radical change should be elfected in 
their technique and organisation l)y continuous rescaich 
and in other ways to enable them to meet the increased 
demand for profitable employment that will be made on 
them, ft should also be laid down that m regard to inciiis- 
tries in which certain proces.ses can be suitably decentia- 
lised’’. these processes should be carried on in small-scale 
establishments, allowances being made for the private and 
social costs involvt'd. There should also be a much wider 
recognition than at present of the opportunity lor profitable 
employment afforded in fairly developed economies by 
tertiary occupations. (Para. 97) 

Cha ter The process of industrialisation in this country, seen m 

: its true perspective, is basically a problem of the reorgani- 

sation of India’s occupational pattern. Whether this process 
Induatries should take the form of cottage, small-scale or large-scale 
industries, will depend primarily on: — 

(a) the nature of the industry, 

(b) the technological character of the industry, 

(c) the relative proportion of capital and labour, 
needed for the organisation of the industry, 

(d) the extent to which decentralisation in production 
in small units is economical on the basis not merely 
of its private cost but also of its social cost and 

(e) the rate at which it is desired to effect a change 
in the occupational pattern. (Para. 100) 

The case for cottage and small-scale industries rests 
fundamentally on the ‘employment aspect’ and that its true 
place in the economy of the country is determined by the 
relative importance of their private and social costs m 
relation to similar costs of large scale industries. We 
elucidate this argument in paras. 102 to 104. 

The rural industries that can be most economically 
developed are primarily those that depend on the produce 
of agriculture (including forests) and the manufacture of 
utility articles of common consumption that do not call for 
intensive physical effort or the exercise of a high degree of 
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:skill or complicated technical processes. The absence of 
^electrical power in the villages will, for many years, compel 
the rural industries to depend on other forms of motive 
power e.g. steam or oil engines. (Para. 113) 

State initiative and assistance should play an important 
part in the promotion of cottage and small scale industries. 

In our view in each State there might be set up a statutory 
corporation aided by the State Government to be in charge 
of the measures which should be adopted for stimulating 
the growth of cottage and small-scale industries. (Para. 

115) 

In cases where no conflict exists between large-scale 
cottage and small-scale industries, we recommend that the 
detailed investigations which were promised in the Indus- 
trial Policy Statement should be pressed forward with the 
utmost expedition and a programme of action should be 
drawn up as early as possible in consultation with all the 
interests concerned. (Para. 118) 

Where, however, large-scale industries compete with 
cottage and small-scale industries and it is established that 
the latter deserve support against the competition of the 
former, we recommend that Government should take such 
steps as may be necessary to safeguard the position of the 
latter after consultation with the interests affected, till such 
time as they are able to stand on their legs. (Para. 119) 

On a study of the natural and mutable factors of pro- chapter ix 
duction we conclude that the pattern of industrialization 
in India will follow broadly the lines of development in TndustriaJi- 
countries such as East Continental Europe, China and Japan 
and that within the limits set by these basic factors, the 
pattern of India’s heavy industries will be determined by 
the natural advantages which its iron and steel industry 
enjoys. (Paras. 123 and 124) 

The broad picture of the development of lai'ge-scale 
industries that emerges from our analysis is briefly as 
follows : — 

(i) defence industries — -including not only the indus- 
tries concerned with the manufacture of arms, 
ammunition but also a large number of other 
highly-skilled ancillary industries like aircraft 
'fffanufacture, wireless communications, cables, etc., 
which will serve not only defence but also civilian 
requirements;’ 
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(li) heavy key industries whose products are of such; 
importance that any interference with the supply 
such as might arise from a cessation of imports 
would bring other industries to a standstill e.g. 
industries for the manufacture of transportation 
equipment, rolling stock, wagons, etc.; shipbuilding 
to the extent that it provides the nucleus of a 
merchant marine, etc.; 

(lii) heavy basic industries — which provide the 
foundations of many other capital goods as well as 
consumption goods industries e.g. iron and steel 
industi}’, machine tools industry, automobiles, 
tractors and other heavy machinery; 

(iv) light basic industries, e.g., some important 
chemical industries, whose products are essential 
for the manufacturing processes of other industries, 
e.g., caustic soda, non-ferrous metals, electro- 
chemical engineering, agricultural implements, 
prime movers, etc.; 

(v) essential consumption goods industries with a 
nation-wide market, e.g.. cotton and woollen 
textiles, cement, sugar, paper, etc. (Para. 127). 

We recognize that it may not be possible for India to 
achieve the pattern of development envisaged above, and 
it may be necessary to proceed step by step on the basis 
of an order of priorities. On the assumption that there 
will be planned policy we suggest the following order of 
priorities for the public sector: 

(i) first, the essential defence industries; 

(ii) secondly, industries connected with the develop- 
ment of natural resources, e.g, water-power, i.e. 
the multipurpose projects and key minerals like 
coal and petroleum; 

(iii) thirdly, public utility industries, e.g. rail\vay 
transportation, electric power generation (where 
it is State managed), etc; 

(iv) fourthly, heavy key and basic industries which 
in the absence of private enterprise the State may 
have to initiate and develop. 

In the private sector the following priorities may be 
observed : — 

(i) the increase of production in existing undertakings 
upto the maximum of their installed capacity; 
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(ii) the expansion ot existing industries uplo the 
limits of effective demand in their market with 
special reference, wherever possible, to export 
markets; 

(iii) the establisliment and development of industries 
which are complementary to existing industries in 
the public oi the private sector, e,(/, industries 
which manufacture the components of other indus- 
tries or which carry the processes of production a 
stage nearer final consumption: 

(IV) the establishment of such industries are related 
to existing industries and may increa.se the external 
economies resulting from the establishment of a 
group of connected industries; 

(v) the establishment of industries catering for a large 
maiket, internal and external, rather than those 
satisfying a limited or specific demand. 

(Para. 128) 

One important problem on the future pattern of large- 
scale industries requires .special consideration, namely, 
location of industries. The site for many industries is pre- 
determined by the nature of their requirements of raw- 
material, labour-supply, water-supply and other services 
that can be provided elsewhere only at a higher social cost. 
In the case of other industries which are more mobile, 
various factors will have to be taken into account before the 
location can be planned. Those will include 

(i) security factors, 

(ii) sources of raw^-material and power, 

(iii) labour supply, 

(iv) communications and transport facilities, 

(v) distance from the consuming centres, and 

(vi) the existence of related industries. 

(Para. 129) 

We recommend that in planning the location of indus- 
tries it will be prudent for Government to rely in the first 
instance on negative measures to prevent the further con- 
centration of industiics in areas which are already over- 
congested. Simultaneously positive steps might be taken 
to improve the attractiveness of area.s where fi'om the 
social point of view it is proposed to encourage the migra- 
tion of existing or new industries. The extent to which 
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the agency of trading estates on the lines of those in the 
U.K. may be utilised for this purpose merits careful study. 
(Para. 129) 

We further recommend that, subject to the criteria laid 
down, the processes of decentralization of large-scale indus- 
tries and the establishment of large-scale industries in rural 
areas should be encouraged. (Para. 130) 

Having regard to the available capital resources and 
technical ability we do not think that it is possible to 
achieve a more intensive pattern of large-scale industria- 
lization than that visualized in fhis Chapter except through 
a measure of austerity or regimentation which in the 
circumstances of this country we consider it extremely 
difficult to enforce. (Para. 131) 

The aim of short-term foreign trade policy should be 
not merely to achieve equilibrium at an easily attainable 
level but to create conditions in which current foreign 
exchange receipts are sufficient to pay for the volume ol 
imports necessary : — 

(i) to carry out a production plan based on the most 
efficient use of existing productive resources and 
plant capacities; 

(ii) to achieve a pre-determined programme of invest- 
ment in essential replacements, re-stocking and in 
essential new lines of manufacture; and 

(ill) to maintain a pre-determined level and structure 
of current consumption. 

In order to attain these objectives, it is necessary to 
attack the balance of payments position both on the 
demand and supply side. These measures will include— 

(i) monetary, budgetary and other economic nreasures 
designed to achieve internal economic stability, i.e. 
what are known as “disinflationary measures", 

(ii) exchange rate adjustments, i.e., devaluation of 
the currency, 

(iii) bilateral or regional trading arrangements, and 

(iv) adjustments in the structure of production. 
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Ihe object of the country s long-term foreign trade 
policy should be — 

(i) to direct these short-term developments along 
channels which will eventually enable the country 
to consolidate its position in those fields: 

(ii) to promote a pattern of import trade by means 
of which India can obtain the foreign resources 
necessary for the development of its agriculture 
and those cottage, small scale and large scale indus- 
tries which it may wish to develop according to 
the patterns of development foreshadowed in the 
previous chapters; 

(iii) to promote a pattern of export trade (i.e. in 

volume, composition and direction) that will enable 
India (a) to pay for its essential imports and (b) 
to specialise in those exports in which it may have 
a comparative advantage and (c) to direct its export 
trade to those markets in which it will have the 
least difficult!' in maintaining its hold against com- 
petition from other countries. fPara. 145) 

To create conditions necessary for bringing about the 
desired changes in the pattern of export trade, a national 
shipping policy awd the establishment of Indian banking 
and insurance houses require special mention. (Para. 150) 

The development of agricultiire . — Without the initiative chapter xi*. 
and sustained assistance of the State, there is little likeli- 
hood of any substantial improvement in the standards of 
living of cultivators. This means that for many years to 
come the resources of the State would have to be devoted 
in a large measure to these purposes and the Central 
Government should supplement the efforts of State Govern- 
ments by assisting them specially in regard to multi-purpose 
and large-scale irrigation schemes. (Para. 152) 

Small-scale Industries . — State policy in regard to deve- 
lopment of small-scale industries will be concerned wnth 
the following: — 

(i) The types of activities associated with the improve- 
ment of their production and marketing methods. 

These activities will include all forms of assistance 
to existing cottage industries, whether in urban 
or rural areas to such small manufacturing units 


as operate in rural areas and to all small-scale 
establishments in urban areas. These different 
types of cottage and small-scale industries will 
necessarily require different forms of administra- 
tive organisation. Appropriate organisation would 
need to be set up not merely for specific purposes, 
e.p. supply of raw materials, supply of finance, 
provision of marketing facilities, but also to deal 
with sp(xaa] problems of the diff’erent types of 
cottage and small-scale industries in respect of 
their requirement of ttiese facilities. 

( 11 ) Another majoi' liccld of State activity will centre 
round the establishment and adniinisti'alion of new 
small industrir's in rural areas that may be set up 
in confoimaity with the pattern of development that 
we visualise. It will be the responsibility of tlie 
State to set up the right type of organisations for 
this purpose. Organised trade and industry might 
no doubt help but this will be forthcoming mostly 
in a. consultative or advisory capacity and for' 
specialised ad hoc services. 

(hi) There is a third type of activity that the State 
will have to undertake in this connection. It will 
have to regulate the redations between cottage and 
small-scale industries on the one hand and large- 
scale industries on the other, and to integrate their 
production and distribution patterns according to 
the bi’oad principles tliat we have suggested. 
Clearly this function of the State will have to be 
discharged in consultation with the interests con- 
cerned and with the object of maximising economic 
welfare. (Para. 153) 

Large-scale Indiistries . — In regard to the large-scale 
industries. State policy will be primarily concerned with: 

(i) various forms of assistance that the existing 
organised industries will require. Here the role of 
the State will be to arrange for such necessary 
supplies and services as cannot be obtained without 
State assistance and to ensure their equitable dis- 
tribution so that production may be maximised and 
quality ensured: 
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♦(ii) the establishment under the control and manage- 
ment of the Government of all such industries in 
the nationalised sector as it may decide on; 

(iii) encouraging the establishment of such key or 
basic industries as need lo be promoted and fostered 
in conformity with the desired pattern of industrial 
development; 

(iv) giving facilities necessary for the establishment 
of other industries in the private sector, (Para. 154) 

Foreign Trade.—As I’t^gards foreign tiade, the role ol 
the State in the short-period will be to exercise control over 
imports and exports so as to solve tlie balance of payments 
problem. In the long-period in order to promote* the 
patterns of industrial development outlined in the report,, 
thc^ Stale may have to regulate the volume and composition 
of import trade in the interests of India’s industrialisation 
policy and also to cmcourage actively the development ol 
new lines of export. The iVirms of regulation and assistance 
will depend on developments in national and international 
policy. One of the impediments in the way of efficient 
execution of State policy is the weakness of the present 
administrative machinery. (Para. 155) 

In the long run the country should be able to solve the 
dilemma arising out of the urgency of planned development 
and the shortcomings in the administrative machine! y. In 
the short-period it will be forced by these very limitations 
to regulate the pace and direction of advance and keep it 
within the limits set by the capacity of the available admi- 
nistrative machinery. The Government will have to con- 
centrate in the earlier years on the most essential tasks 
including in this the “creation of an administrative machine 
that can do work of planning”. (Para. 157) 

Book IV 

Fiscal Policy and Industrial Development 

Tariff ‘protection is primarily a means to an end — one Chapter xii: 
*of the instruments of policy which the State must protecUOTi 
employ to further economic development of a country. 

The protection of industries should be related to an over- 
all planning of economic development — otherwise there 
may be unequal distribution of burden and un-co-ordinated 
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growth of industries. However until such a plan has beeiB 
approved, protection to industries should continue to be 
granted on the principles given below. (Para. 159) 

A. Industries coming under the planned sector imme- 
diately may be grouped under the following classes: — 

(1) Defence and other strategic industries, 

(2) Basic and key industries and 

(3) Other industries. 

Industries falling under group (1) should be protected* 
whatever the cost may be on national considerations. 
Regarding basic and key industries coming under the plan, 
the Tariff Authority will decide the form of protection and 
the quantum thereof and will 

(i) lay down terms and conditions for the grant of 
protection or assistance and 

(ii) review from time to time the extent to which 
these conditions have been or are being complied 
wdth by the industries. 

As regards the third category, we recommend that the 
criteria to be applied for granting protection should be 
as follows: — 

“Having regard to the economic advantages enjoyed 
by the industry or available to it and its actual or 
probable cost of production, it is likely within a 
reasonable time to develop sufficiently to be able 
to carry on successfully without protection or 
assistance 

and/or 

it is an industry to which it is desirable in the 
national interest to grant protection or assistance 
and, having regard to the direct and indirect 
advantages, the probable cost of such protection 
or assistance to the community is not excessive.'^ 

B. As regards industries which are not included in 
approved plans, the Tariff Authority should examine the 
claim for protection on the criteria set out above and sub- 
mit its recommendations to the Government. 

C. Where no approved plan exists, the position should 
be as follows: — 

(i) Defence and other strategic industries: 

They should be given protection whatever the cost- 
may be, on national considerations; 
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(ii) As regards other industries, the aiteria to be 
applied will be the same as those set out in Section 
A above. (Para. 161) 

Some specific issues of protectionist policy, — (a) Avail- 
ability of raw materials. — Local availability of raw 
materials should not be a condition for the grant of protec- 
tion if the industry possesses other economic advantages 
e.g. internal market, availability of labour etc. (Para. 163) 

(b) Potential Export market. — It seems to us legitimate 
to take into account a potential export market in order to 
determine the comparative advantages of an industry 
vis-a-vis its rivals. (Para. 164) 

(c) Ability of a7i industry to jneet the domestic 
demiaiid. — Although ordinarily a protected industry should 
be eventually able to satisfy the needs of the entire 
domestic market this should not be laid down as a condi- 
tion of grant of protection and in the short period it would 
suffice for the Tariff Authority to consider the potentiali- 
ties of the industry for expansion so as to cover a sizeable 
portion of the internal market within a reasonable period 
of time. (Para. 165) 

(d) Protection to industry ivhich produces the raiv 
materials or stores of other industries. — Industries using 
the products of protected industries may require compen- 
satory protection. The type of compensatory protection 
that may be needed in a particular case will depepd on 

(a) the type of raw materials or stores produced. 

(b) the nature of the additional burden likely to be 
imposed, 

(c) the proportion that the cost of raw materials or 
stores bears to the total cost of manufacture of 
the finished product, and 

(d) the nature of demand for the finished product 
and other connected considerations. (Para. 168) 

(e) Protection to new or embryonic industries. — The need 
for an assurance of protection prior to the actual establish- 
ment of an industry is particularly strong in those indus- 
tries which require heavy capital outlay or a high degree 
of specialisation in personnel, and plant equipment and 
are likely to be subjected to intense competition from well- 
organised and established producers abroad. In such cases 
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we recommend that the Tariff Authority should be asked 
to examine the facts and estimates relating to the industry 
and the nature of foreign competition that it is likely to 
encounter and then advise Government as to the protec- 
tion or assistance needed by the industry in the light of 
the conditions laid down in paragraph 161. (Para. 169) 

(f) Agricultural protection . — We recommend that, if 
national interests so require, agricultural products may be 
protected but in granting sucli protection it should be 
stipulated that 

(1) the number of commodities should be kept as 
small as possible, 

(2) the principle of selection should be 

(a) the importance of the raw materials of industry 
that they provide and 

(b) the volume of emploxanent that they offer, 

(3) protection should be on an interim basis limited 
to short periods — never more than five years at a 
time, 

(4) a programme of agricultural improvement must 
accompany the scheme of protection and form an 
integral part of it, and 

(5) it should be tlie special responsibility of the 
Tariff Authority to report to Government annually 
on the progress of technological improvements in 
the production of these commodities. (Para. 170) 

(g) Internal taxation and protection. — (i) Central Ex- 
cises . — On broad grounds, the levy of Excises on protected 
articles is inadvisable and it should be resorted to only 
where it is needed for budgetary purposes and no alterna- 
tive sources equally suitable are available. 

(ii) Sales taxes by States.— Most of the complaints 
which we heard regarding the imposition of Sales Taxes 
should be removed under the provisions of Article 286 of 
the Constitution which regulates the levy of Sales Taxes 
by the States. 

(iii) Levy of Cesses . — The levy of cesses for promoting 
research is unobjectionable so long as the rates are mode- 
rate and the whole of the tax is actually spent on research 
and not diverted to other purposes. 
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(iv) Fixation of Prices of raw materiah . — Wc consider 
it legitimate that the Central Government should fix the 
prices of raw materials of protected industries by Central 
legislation whenever such price fixation becomes necessary. 
Legislation by individual States for this purpose leads 
to difficulties. (Para. 171) 

Tariffs. The form of import duty to be imposed i i a 
particular case will depend on the nature of the commo- 
dity and the administrative problems involved in the 
appraisal of value for customs purposes. (Para. 174) 

We suggest that a Development Fund should be creaU'U 
by setting aside every year a poi’tion ol the i'e\’cni.u' 
collections from pi’otective tariff's. With sucli a Fund, 
subsidies, in lieu of or in addition to protective tariffs, can 
be given more freely than is possible under the budgetar\ 
conditions ol the present. We also recommend that a 
strong "after-care" organisation to pi'ovide facililie.s 
necessary for rapid development of protected industries 
may be set up in the appropriate ministry. (Para. 173) 

Quantitative restrictions. —We recommend that feu' pui- 
poses of protection to domestic industries, in normal cases, 
quantitative restrictions should be used sparingly. Tempo- 
rary quantitative restrictions would, however, be .iustified 
against abnor'mal imports. (Para. 177) 

Suh.stdies . — As a general rule subsidies would be prefe- 
rable to tariff protection in the follovu'ng cases: — 

(1) where domestic production meets only a small 
fraction of domestic demand. 

(2) where the commodities are essential raw 
materials or ingredients of production, and 

<3) where the manufacture of certain quantities or 
grades of commodities produced in the country 
needs protection but it is difficult for purposes of 
levy of import duty to distinguish tho.se grades 
or qualities from others against which no protec- 
tion is needed. (Para. 178) 

Pooling is applicable only to commodities of a highly 
standardised nature. We recommend that the Tariff 
Authority should examine cases where pooling arrange- 
ments would eventually reduce the burden on the consu- 
mer. (Para. 179) 
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Tariff quota. — It is difficult, on a priori grounds to 
decide on the particular stage of development of an 
industry at which such a scheme would be suitable. In 
certain cases where the initial capacity of the industry 
to supply the requirements is low the tariff quota assures 
the consumer of the availability of sufficient supplies. It 
also puts a premium on efficiency and rapid progress 
thereby guarding against the formation of local mono- 
polies to exploit a situation where imports are rigidly 
restricted by quantitative restrictions. (Para. 180) 

Quantum of protection.— In determining the cost of 
production of a commodity, we consider it necessary for 
the Tariff Authority to lay down uniform and standardised 
rules. (Para. 184) 

We understand that the question of depreciation allow^- 
ance is under the examination of the Government of India. 
We would emphasise the importance of an early decision. 
(Para. 184) 

We also suggest that a standardised practice might be 
evolved by the future Tariff Authority in consultation with 
all interests in the industries concerned regarding the remu- 
neration to be allowed to managing agents for purposes of 
calculation of costs. 

The entire subject of the return on capital in protected 
industries and the valuation of the capital employed or the 
block on which such return is to be allowed should be 
subject to detailed investigation by the Tariff Authority. 
We need not add that this return on capital should be fair. 
(Para. 184) 

We consider that where an element of prejudice is 
established, the Tariff Authority should add an appro- 
priate margin to the quantum of protection proposed for the 
industry. (Para. 185) 

Period of protection. — As a general principle, industries 
should be assured of protection for a reasonably long 
period so that capital may be attracted and a suitable pro- 
gramme of improvements may be drawn up and imple- 
mented. (Para. 186) 

Administrative Protection. — We consider restrictions, 
etc. under Secf Customs Act for purposes of protection un- 
justifiable not only from the point of view of international 
relations but also because their use conceals the true char- 
acter and burden of protection to the community. (Para. 
190) 
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Stores purchase policy.— The Stores purchase policy of 
•Government should be so framed that the indigenous indus- 
try receives a reasonable margin of preference over foreign 
articles. For this purpose we lay down the following 
conditions : — 

(1) All industries run on sound bysiness lines should 
be eligible for preference on condition that the 
products conform to such specifications as may be 
laid down by Government on the recommendations 
of the Indian Standards Institute. 

(2) A higher margin of preference should be given to 
the products of cottage and small-scale industric.s 
and conforming to such specifications as may be 
laid down for them. (Para. 193) 

The obligations of protected industries should mainly be 
with regard to price policy, production or output policy, 
quality of production, adoption of technoldgical improve- 
ments, research, training of apprentices and higher grades 
of labour and anti-social activities. (Para. 199) 

It is not our view that the obligations regarding these 
matters should be embodied in the relevant Statutes deal- 
ing with protected or assisted industries as this would in- 
troduce a needless element of rigidity into the working of 
schemes of protection. The plan of implementation that 
•we visualize is broadly as follows: — 

1. These obligations should be treated as Directive 
Principles of Tariff Administration and should be 
embodied in the Statute dealing with the establish- 
ment of the tariff making authority. These princi- 
ples will not, however, be “enforceable" in the 
juridical sense but it should be the duty of the 
Tariff Authority to bear them in mind when they 
examine the claims of protection of particular in- 
dustries. 

2. Having made up its mind as to the obligations that 
should be imposed, the Tariff Authority should 
work out the conditions subject to which the obli- 
gations should be imposed. A programme for im- 
plementation should also be worked out. 

3. (a) The Tariff Authority should report to Govern- 
ment in its periodical reviews the manner in which 
the obligations are being discharged by the 
protected industries; 
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(b) The difficulties that hamper the discharge of these 
obligations; 

(c) The further measures necessary to secure enforce- 
ment of the obligations; and 

(d) The changes in the terms of obligations, if any, 
that may be called for. (Para. 201) 

T3ook V 

Other Factors hi Industrial Deimlopment 

y. The difficulty of securing investible funds for financing 
industrial undertakings has become acute since the begin- 
ning of 1947. The major handicaps to capital formation 
are staled to be as follows: — 

(a) Fcai' of nationalisation. 

(b) High level of taxation. 

(c) Abuses of managing agency system. 

(d) Speculation leading to gambling at Slock ex- 
changes and 

(e) The shift in the distribution of national income 
from urban areas to rural areas. 

Remarks are made under each of these heads. (Paras. 
207-212) 

We consider that capital control in its present form 
should be abolished. As, however, the Planning Commis- 
sion has now been appointed, a new machinery may be 
devised for directing capital into approved channels. 
(Para. 213) 

On a study of some recent estimates of the rate of 
.savings and investment in India we conclude that India's 
minimum requirement of capital expenditure will be rough- 
ly of the order of Rs. 330 crores a year at the current level 
of prices. We find that it may be difficult for the country 
to achieve a higher rate of savings and investment unless 
coercive measures are adopted and the people are sub- 
ject to a degree of austerity in current consumption 
which it may be very difficult in practice to enforce. 
(Paras. 21,7 to 218) 

The consensus of opinion is that as a general rule 
foreign capital should be invited for 

(a) projects in the public sector of the economy which 

depend on the import of capital goods, "plant, 

machinery, equipment, stores, etc., from abroad, 



(b) undei takings in the private sector which involve 
new lines of production and where indigenous 
capital and management are not likely to be forth- 
coming. 


We are in general agreement with this view but wou'd 
stipulate that in special cases where the quantity of domes- 
tic production is small in relation to the total domestic 
demand and the indigenous industry is not likely to expand 
at, a sufficiently fast rate, there should be nothing to pre- 
vent Government from inviting foreign capital ' on such 
terms and conditions as they may lay down. (Para. 221) 


Broadly speaking the indirect form of investment is 
preferable when foreign capital is needed onlv to pay for 
foreign machinery and equipment and the type of consul- 
tant service that is provided by the manufacturer of such 
equipment. The direct or equity form of investment is 
more appropriate in those cases where, besides capital, the 
technical know-how of the foreigner or his technical know- 
ledge or experience is also needed. (Para. 222) 


Ihe problems of industrial management have acquired 
increasing importance since the end of the war. The cir- ludUriai 
cumstances of modern industry require the assistance of Manageiuciit 
experts at all stages of industrial management. We find 
that the deficiencies of private industry in this countrv- 
pai ticularly small-scale industry— arise from the lack' of 
expert piidance and supervision. We. therefore, recom- 

Minitr /^'V^ M I^ciia in the appropriate 

^ ni. ti./ should set up a oureau of consultants whose 
sei vices can be drawn upon by private industry on such 

(Para ^26) Government may lay down. 


Wiiaiso recommend that particular care should be 
dken by industries to appoint duly qualified technical men 
ana to tram suitable men for such positions. The tyoes 
ot expert service that we feel our industries should deve- 
lop are those connected with plant capacity and produc- 
tion contiol stores and organisation control, raw material 
contiol. quality control and costing. (Para. 226) 


Industrial management in tiie public sector . — The grow- 
ing importance of the public sector in India’s economy and 
le mci easing interest of the State in economic problems 
calls for the creation of a specialized service. We recom- 
mend that early steps be taken to constitute an Economic 
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service as envisaged in the Industrial Policy Statement of 
April 6, 1948. (Para. 229) 

The structure and conditions of working of Government 
or quasi-government undertakings should be such as to 
ensure : 


(a) that the community knows the cost of what it is 
doing, 

(b) that the community is satisfied that this cost is 
equitably distributed and 

(c) that the decisions of the public authority are taken 
democratically. 

Apart from the usual accounting safeguards and the obli- 
gation to submit periodical accounts in an approved or pres- 
cribed form, we would suggest the following measures to 
ensure this: — 

(a) A periodical review of the working of . these 
undertakings by competent authority with a view 
to the assessment of their efliciency. 

(b) the constitution of a Consumers’ Council to be 
attached to each Government or quasi-Government 
updertaking, with well-defined powers and duties 
which should include the study of cost statistics, 
price structure and price policy, enquiry into com- 
plaints from consumers about unfair practices or 
discriminatory treatment according to a definite 
procedure laid down by Goveimment, 

(ci the constitution of a Tribunal on Services and 
charges on the lines of the Railway Rates Tribunal 
with functions moi'e or less similar to those of the 
latter. 


The accounts should be maintained on a commer’cial 
basis, audited by a competent staff. These audit notes, 
with reviews ther-eof. should be placed before the Minister 
concerned so that Parliament may be kept informed of the 
manner in which these undertakings are working and their 
cost to the community. (Para. 230) 

We further recommend that having regard to the in- 
creasing importance of the subject, the Government should 
have special studies made of the problems of managemerrt 
of Government and quasi-Government undertakings in the 
light of the experiences which countries like U.K.. 
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Australia, Canada and the U.S.A. have acquired. (Para. 

231) 

Industrial research. — Organ j zed i ndustr ial research in 
this country is of comparalively recent growth. There aie 
two aspects of research which deserve^ special mention; 

(1) The establishment of industrial research institutes 
should be the joint task of the Government and of 
the industries. 

(2) The work of tlie research institutes oi'ganised b\' 
private industries should be integrated wnth the 
activities of the research institutes established or 
administered by Government or quasi-Government 
authorities, (Para. 235) 

Standardisation and. quality control. — We are in general 
agreement with the principles evolved by the Indian 
Standards Institute in prescribing standards for various 
articles. There is a prima facie case for making the obser- 
vance of the approved standards obligatory on the industries 
concerned — at any rate on those industries which have a 
large export market or w'hich provide the raw materials of 
exportable commodities. (Para. 237) 

There are indications that in recent vears there has ohapt 
been an appreciable fall in labour efliciency and this pre- labour etb- 
sents a problem that must be tackled in a co-operative ciency iii re. 
spirit by Government, industry and labour. (Paia. 240) dustria^r 

veiopment 

The solution of the problem of deterioration in labour 
efficiency rests in the short period on an effective 
machinery for collective bargaining and arbitration and 
sound employer-labour relations and in the long run on 
training and education and on far-seeing management of 
business undertakings. (Para. 241) ♦ 

Training of Labour. — One important lacuna in our 
scheme of technical training is the lack of facilities for 
training of technicians of the foremen class. To rernedv 
this draw-back, technical institutes of the model of the one 
recently started by the Indian Jute Mills' Association 
should be extended to other industries also. (Para. 244) 

Transport. — (a) Roads. — While we appreciate the reasons t'kapter 
for the importance attached to national highways, we feel tjaiy Produo- 
that one consequence of recent policy has been to tip the in rela- 
balance against roads of ^local” as distinct from ‘‘all-India" dustrill^ 
importance. We attach the greatest importance to the veiopment 
19 M of c 
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development of village and district roads. We therefore 
recommend that consistent with the needs of the defence 
and internal security, a high priority should be given to 
the development of district and village roads. (Para. 247) 

(b) Raihoays . — We think that the question may be 
examined whether it would not be possible for the railway 
authorities to introduce rates to assist in the local or 
regional processing of agricultural or mineral produce and 
in the decentralisation of industries. We also recommend 
that the Railway Board might examine the question of 
simplifying the present procedure for granting station to 
station rates. (Para. 249) 

(c) Shipping , — We consider that the development of 
Indian shipping is no less important and urgent than that 
of the basic industries. The Government of India are 
already committed to a policy of assisting shipping. (Para. 
250) 

(d) Banldng . — The basic limitation of commercial bank- 
ing in the country arises from the absemee of an effective 
link between the organized money-market and the moncy- 
lender-cum-indigenous bankers. Even within this limita- 
tion, the credit facilities offered by the commercial banks 
to trade and industry are inadequate. We recommend that 
the entire subject be examined by the Reserve Bank and 
the Government of India, keeping in view the needs of an 
expanding economy, and the potential contribution of a 
sound ci’edit policy to the development of trade and in- 
dustry. (Para. 252) 


Another defect of the banking system in this country 
is the lack of specialized banking institutions, including a 
sufficient number of Indian exchange banks. We find that 
small-scale industries are in a particularly difficult situation 
as regards finance and recommend that the formulation of 
special measures to meet their requirement should engage 
the attention. 

We further suggest that the Reserve Bank should study 
the modern practice in respect of developmental credit in 
countries like Australia with a view to drawing such 
lessons from it as may be applicable to the circumstances 
of this country. (Para. 255). 
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Book VI 


Organization and Machinery of Administration 


We examine the relations between Planning and Pro- 
tection, and refer to certain fundamental issues of policy 
and technique which will confront the Planning Commis- 
sion in a mixed economy like ours. (Para. 259) 

Measures for securing co-ordination of the activities 
of the different Ministries concerned with economic 
matters are under consideration. In this connection we 
commend a suggestion for the establishment of a Board 
of Trade and Industry for the consideration of Govern- 
ment. (Paras. 261 — 263) 

The Tariff Making Authority should be placed on a 
permanent and statutory footing and designated as the 
Tariff Commission’. (Paras. 265 — 267) 

The Commission should consist of live members includ- 
ing the Chairman but power should be taken in the pro- 
posed Statute to increase the number to seven if necessary. 
There should also be power to co-opt assessors or advisers 
for particular purposes. We are definitely opposed to the 
represenlation of interests or regions on the Commission 
and would emphasise that members should be selected pri- 
marily on the basis of their competence for the functions 
which they will have to perform, coupled with their stand- 
ing in their profession, business or service in which they 
are engaged, or in public life. (Para. 268) 

We recommend that two important conditions of nr:rn 
bership should be 

(a) that ipembers on appointment must disclose the 
nature of their interest in private companies, if 
any, and 

(b) the members on relinquishment of their office 
should be debarred from holding any position of 
trust and responsibility in any private industrial 
undertaking for a period of three years except with 
the prior approval of the Government of India. 

The following functions should be entrusted to the Com- 
mission : 

(a) Enquiries connected with protective and revenue 
tariffs. This will include — 


Chapter 

XI > • 

riannirig and 
Coordinarion 


Chapter XX: 
The fcTuriif 
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(1) tariff enquiries proper, i.e., enquiries into appli- 
cations for protection; 

(2) enquiries into cases of alleged dumping; 

(3) enquiry into variation of protective and revenue 
duties; and 

(4) enquiry into Tariff concessions under trade 
agreements. 

Enquiries under (1) and (4) should normally be initiated 
at the instance of the Government of India. 

(b) Enquiries connected with prices and the general 
effects of protection on the economy of the country. 

(c) Review of protected industries. 

Apart from ad hoc investigations the Commission should 
submit to Government a periodical leview, preferably 
triennial, on the working of protected industries. (Para. 
269) 


In order that the Tariff Commission can perform its 
function efficiently, it will require special powers for the 
summoning of witnesse.s and compelling the production of 
evidence which it considers essential. (Para. 270) 

We consider that the Commission’s enquiries into the 
various matters enumerated in paragraph 269 should 
normally be held in public. (Para. 272) 

As soon as an enquiry is completed, the Tariff Commis- 
sion should submit its report to the Government of India 
in the appropriate Ministry and Government should be in 
a position to arrive at a decision on the recommendations 
of the Commission ordinarily within a period of two 
months. (Para. 273) 

We recommend that the authorities concerned with the 
grant of non-fiscal assistance should give special attention 
to it and furnish to the Tariff Commission an annual state- 
ment on the measures of the assistance given. (Para. 274) 

The Commission should be given powers to frame its 
own rules regarding the internal management of its 
business including the appointment of personnel up to a 
certain level, rules of business relating to enquiries, review 
of the effects of protection and other matters. (Para. 275) 



353 

Book VTI 


Fiscal Policy in Relation to International Obligations 


We analyse the provisions of the Plavana Charter with r 

particulai reference to the sections dealing wiTn Cornrner- jutuoim] 
cial Policy, Restrictive Business Practice, and Economic 
Development and Reconstruction in under-developed areas. 

(Paras. 279—291) 

We examine the pros and cons of the Charter and find 
that in the short period (i.e. as long as the present balance 
of payment difficulties continue) the provisions of the 
Charter will, in practice, hardly impose any serious limita- 
tion on India’s freedom to mould its commercial policy in 
the interests of its domestic economy. In the long run, 
however, the obligations which the Charter imposes on the 
members may detract from their right to initiate and pur- 
sue commercial policies solely in the national interest. 

The decisive consideration for the country is therefore, 
whether or not it should submit to this limitation on its 
sovereign rights for such advantages may accrue to it by 
reason of its membership of the International Trade 
Organization. (Para. 299) 

On a consideration of all the relevant factors and 
consistent attitude which India has hitherto adopted to- 
wards measures of international economic co-operation, 
all of us except our colleague, Shri B. M. Birla recommend 
that India should ratify the Charter provided : 


(1) that the other countries of major economic 
importance including the U. S. A. and U. K. have 
by then ratified it and 

(2) the economic conditions in the country at that 
time justify this course. 

In making this recommendation to Government we 
reiterate our hope that the provisions of the Charter con- 
cerning the economic development of the under-developed 
countries of the world will be interpreted liberally by the 
leading industrially advanced countries of the world. 
(Para. 301) 
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Chapter 
XXII: Gene- 
ral Agree- 
ment on 
Tariffs and 
Trade 


We analyse the tarifl concessions granted and received 
b> india under the General Agreement on TarilTs and Trade 
and find that no definite conclusions as to the effect of 
inese concessions on India's import and export trade can 
be drawn from the relevant trade figures. (Para. 309) 

On genera] grounds, however, and having regard to 
our attitude towards the Havana Charter, we consider that 
Ti will not be to India’s benefit to keep out of the General 
Agreemeni on TarilTs and Trade till the future of the 
international Trade Organisation is definitely knowm. 
The existing principles lor negotiating tarifT reduction 
xoppears to be sound and we suggest that in all future nego- 
lialions the following principles should also be borne in 
mind : 

First, in regai;d to the tarifl' concessions to be 
received from other countr ies, India should concen- 
trate on 

<a) commodities which meet with competition from 
similar commodities from other countries in the 
world market: 

fb) commodities which meet with competition 
from possible substitutes from other countries in 
the world market; 

(c) manufactured commodities rather than raw 
materials. 

Secondly, in the matter of granting taiffT concessions. 
India should concentrate on — 

fa) capital goods; 

(b) other machinery and equipment; 
ic) essential raw materials. 

We also make three further suggestions: — 

(1) Tirst, the special export requirements of the 
unoi ganised cottage and small-scale industries, 
which depend on the foreign market to a large 
extent should be borne in mind when India enters 
mto trade negotiations with foreign countries, 
it should be the particular aim of India's represen- 
tatives Ho secure for them the maximum of tariff 
concessions in the foreign market and to safeguard 
their position against competitive imports from 
abroad. 
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•(2) Secondly, a close watch should be kept on the 
course of trade in the GATT items, and hall-yearly 
trade returns should be published within six weeks 
of every half-yearly period. 


(3) Thirdly, before any fresh negotiations are 
started, the representatives of trade industry and 
other interests concerned should be consulted as 
regards th(‘ nature of the concessions that India 
may claim from the other countries and of the 
reciprocal concessions that the other countries, in 
their turn may demand of it. (Para. 310) 


Chapter 

We find it diilicutt to asse.ss the ellects ol the 
British Trade Agreement of 1939 on the trade between TmdoAgre 
India and the U. K. because (a) the relevant trade retui ns 
are available only for a period of six months alter the 
execution of the Agreement till the 'War broke out and 
(b) during the war and post-war years the ellects ol the 
Preferences granted and received by India were masked 
bv the restrictions on imports and exports iinposih duiing 
the war and continued in some form or other evm' since. 


We consider that our attitude towards this ciuestion 
should depend on the policy that the Government ol India 
have already laid down in regard to Prelercnccs and that in 
the light of this policy Government should initiate nego- 
tiations with the U. K. and Colonies for a review of the 
tariff preferences now granted to them or received by us. 
The continuance or otherwise of Prelerences should e 
decided exclusively on economic considerations and on a 
basis of mutual interest. (Paras. 324 and 325) 


Book VIII 
Conclusion 


In this Chapter we set out the objectives and priorities 
of a short-term economic policy as a basis for the formula- 
tion of a plan of action in the short period. 

The objectives of a short-term economic policy are 
■enumerated in paras. (327-328). 
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Defence and basic and key industries stand in a special 
position. Excluding these the priority should be as 
follows : — 

(i) Schemes for agricultural improvement especially 
irrigation and multi-purpose project including 
minor irrigation works. 

(ii) Industries necessary lor the implementation of 
the agricultural programme and the coristraction 
and maintenance of irrigation and multi-purpose 
projects. 

(iii) Schemes for increased production in industries 
producing basic raw material and consumption 
goods. 

(iv) Manufacture and rep)air of the machinery and 
equipment needed by the industries in (iii). 

(v) Establishment of industries complementary to 
the industries in (iii) to (iv) and those that will 
increase external economies of these industries. 

(vi) Pari Passu with the developments mentioned 

in (i) to (v). 

(a) encouragement of tertiary industries, and 

(b) promotion of exports. (Paras. 331—334). 

ACHARI, ChaiTman 

B. N. GANGULI 
* B. M. BIRLA 

M. ANANTHASAYANAM AYYANGAR 
** MUKHTAR SINGH 
KHANDUBHAI DESAI 
AMBALAL SARABHAI 
D. L. MAZUMDAR, MetrihsT-Secvetary. 

* Subje(tt to a ilXote of dissoiit on Chapter XXI (Pages 292 296). 

** Subjefb to supplementary notes on Chapters Vn I TX XV XVTIl 
(Pages :i57-~369). , x , ^ , xvvxxi 



SUPPLEMENTARY NOTES 


By 

Chowdhry Mukiitar Singh 

I am extremely sorry that my illriess frojn 27th April till 6th June 
did not alloiv me to discuss the jlnal draft in the meMing at Bombay. 

I am in agreement with the main recommendations of our report 
and have appended a supplementary note. 

MUKHTAR SINGH, 

10th June 1950. 
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Chapter VII 


(1) I congratulate my colleagues that they have drawn pointed 
attention to the fact that as too many cooks spoil the broth, too many 
people on land have decreased its production. They are right in 
saying ‘“that there will be an actual increase in terms of production 
if all the surplus labour can be withdrawn from agriculture’’. 
(Para. 97). According to an authoritv, which says, that if per cent, 
of tlie population be shifted from food production to other pursuits, 
per capita income will be doubled and additional shifts of less than 
10 per cent, will treble per capita income. Another estimate gives 
surplus male workeis in agriculture as ISf millions in British India. 
According to my estimate, however, the population to be diverted 
from agriculture to other pui'suits should be as higli as 25 per cent. 
We are told by no less an authority than the Director of Agriculture, 
Bengal, that by co-operative farming, out of 43 only 23 people could 
be given whole time employment. 

I considei- that the diversion of surplus population in gainful 
pursuits should not be delayed till rationalisation in agriculture 
begins. 

(2) I am glad that my colleagues have recommended the foi’mation 
of a Land Utilization Board. It has great many possibilities not only 
for more production but also to modify tlie climate of different 
regions, to bring about the regularity in rainfall and other 
climatic factors, to provide timber and fuel and grazing grounds, 
and to provide permanent funds for our Nation building activities. 
All types of erosions and floods will be avoided and our resources for 
industrial development will be increased. It will divert quite a 
number of rural people for the development of these places. I wish 
they would have developed the idea further. 

The first and the foremost necessity in the development of waste 
land is the mapping out of the same location in different localities 
with a description of the type of soil and the vegetation that grows 
in that locality. This map should be examined by a body consisting 
of Agricultural, Forest and Climatic Experts who may make out 
suggestions for the improvement of these areas which may further be 
examined by the local Boards and finally by an all-India Body. After 
such an investigation, there should be formed Land Utilization Corpo- 
rations of a semi-government nature to develop these areas and when 
they are developed to hand them over to local authorities or States. 
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If these lands are properly developed they will become a continuous 
source of income for educational and other rural activities just as 
it was done by U.S.A. which granted land to Universities. 

(3) Without minimising the important research work that has 
been done in the country, I am oi opinion, that systematic and 
scientific agricultural research in India has not yet begun. We do not 
possess the necessary data for different agricultural regions in 
different States describing the climal(e soil conditions, both chemical 
and physical, production of crops, rotation of crops, agricultural 
practices and the like without whicli nothing useful can be discovered 
to help the farmer for adoption. (It, may not be wrong to say that 
the Indian Expert knows moi-e about the soil and climate and 
methods of production in tlu^ Uniti'd Kingdom. U.S.A., and a number 
of other foreign countries but he knows vei y lit lie about his own 
country.) No publication, as far as I know, of this nature has ever 
been attempted. So far no attempi has been rnadc' eve*n to divide the 
■country into local agricultural regions and no wonder if the dilTerent 
handicaps under which the farmer has to pi'oduco his crops are not 
removed. We are the oldest country and irrespective of diderence 
in climate and other circumstance's exliatistion of soil is our main 
problem. Exhausted soils are not easih; replenished. 

(4) My colleagues have correctly lecommended the use of exten- 
sion service like that of U.S.A. In U.S.A. there* is ker)t a lecoid of 
, 0 very inch of soil, types of climate, and possibility ol agiicultuial 
production for the use of the people employed in extension service. 
We must see that similar data are collected here so llial similar study 
is possible. Now our experts depend too much on gem *i’ah ties 
which take us nowdiere. An advice based on general itic's ma}^ sonie- 
times be harmful rather than useful. 

(5) Agriculture is the least paying industry in the w'orld. Cereal 
production gives little profit and subsistence farming, which is 
generally followed in India, is the least paying, lhat being so, if the 
agriculturist is asked to produce what the Nation requires irrespective 
of economic results the Nation wall have to compensate him. Un- 
fortunately he is simply asked to produce what the people lequire 
and his own interest is neglected. Prices of agricultural commodi- 
ties are fixed by the Government generally at the time of haivest 
without consulting his working costs. He gets no insurance against 
natural hazards like drought, hail storms, and the like and other 
factors over which he has no control. The poor man is thus foiced 
to gamble in his profession w^hich is not of his own choice but in 
which the Society has thrust him. Days are gone, and perhaps for 
ever, when farmers in India could call agriculture a way of living . 
Now he has nothing else to do. 
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(6) Though the subject is very tempting yet I have neither the 
time nor the space nor the strength to suggest the details of agricul- 
tural policy in this Note. I may, however, say that all improvements 
taken together will not put in as much money into the pockets of 
the agriculturists as the organising of the marketing of agricultural 
commodities through farmei’s' co-operatives. It will draw out the 
savings from the agriculturist, if there is any; and will enthuse the 
icwmev to pioduce more. Thc' farmer loses at least 25 per cent, by 
selling his nroduce at liie time of harvest and the industry and the 
consumer do not get any unadulterated article. Besides organised 
marketing will improve the farmer's business capacity and will give 
him an insight into the economy of agricultural production. 

(7) As rny colleagues have themselves remarked in the last 
sentence ol Chapter Vll the development of cottage industries is the 
only natiual solution. We cannot absorb a large surplus population 
which exists on land witliout the development of cottage industries. 
I have no quarrel if my colleagues have justified the introduction 
of cottage indusliies on other grounds also. I thought and still think 
that ill Independent India there should be no conflict of interest 
between rural and urban people and if there is any it will be put 
down by the strongest hand possible. We ai’e all sons of the same 
soil and should work hard hand in hand for the uplift of our country. 

It is true urban people have exploited the rural inhabitants in the 
past but they will not be allowed to do so any more. The present 
Government will not allow the rural people to remain only as hewers 
of wood and drawers of water. If anything can be made in cities 
the same can be made in rural areas, if proper training and skill are 
provided. 

By a proper planning and guidance all types of cottage and small 
scale industries wdll be started in rural and urban areas. Let us have 
an open mind and think that the future organisers of cottage and 
small scale industries will have the sense of selecting industries for 
suitable places according to their best utility. 

The other point I wmuld like to stress is that there will be more 
w’hole-time workers available in rural than in the urban areas and so 
there will be enough scope for the small scale industries also in rural 
areas. 

(8) My colleagues have correctly made the distinction between 
cottage and small scale industries but they have not considered the 
case of those small scale industries in which workers themselves join 
to form a co-operative society. Such a case must be treated more 
sympathetically. 

(9) Further it must be clearly recommended that protection will 
be granted to cottage and small scale industries just on the same 
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lines as to large scale industries. Transport and other concessions 
will be made available to them. 

(10) Whenever any protection case is investigated its efiect on 
cottage and small scale industries should also be enquired into. In 
many Municipal Boards, Octroi, export duties etc., alTect adversely 
cottage and small scale industries. We recommend the States should 
remedy such inequities. 

Chapter IX 

I have only to make three suggestions in this Chapter. 

(1) In India we have been importing plants alter plants of the 
same and the similar nature and gentually of the same design. Never 
the industrialists have cared to produce these plants and their spare 
parts. They should take lesson from Japan and other countries where 
two similar plants aie seldom imported. How an attempt can be 
made to copy an imported plant is a cjuestion which the. Government 
and the industrialists should try to solve. In these days of very high 
prices, we cannot afford to lock up our small capital in the purchase 
of similar plants. 

I was told in Formosa that only the plant and machinery re- 
quired for four sugar factories were imported from four difl'erent 
countries of different designs. Then the Japanese manufactured the 
equipment for twenty factories themselves and incorporated all the 
improvements whicli they found wortli copying and thus made the 
plants more efficient than the imported ones. We. on the other 
hand, have imported the equipment needed tor all the sugar 
factories from abroad, and arc still importing all machinery parts 
that we require. For a country like India it is a disgraceful spectacle 
which should no more be allowed to exist. How this drain can be 
stopped is a live issue to be solved on a higher level, 

(2) All our mill stores and lubricants are imported from abroad. 
If any emergency arises all our industries will be brought to a stand- 
still. It is, therefore, necessary that all large scale industries be asked 
to combine in a limited concern to manufacture these articles so that 
for any future emergency India must become self-supporting in this 
respect and we may not have to suffer for want of imports. In the 
beginning the cost of manufacturing these articles will be high but 
the little increase in cost must be put up with. If once we gain expe- 
rience it is possible that Indian substitutes in raw material may make 
rnanj^ things cheaper in the long run. With so many laboratories and 
capable technicians there should be no reason as to why we should 
not succeed. 

(3) About consumers' prejudice government should appoint a 
technical board to examine Indian manufactured articles against 
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imported ones and those factories which do not come up to the 
standard should not be allowed any such concession. We cannot 
punish the consumer for our inefliciency. During Swadeshi days 
people paid gladly higher prices for Indian article but manufacturers 
took undue advantage of this and hence the difficulty. Industries 
can only survive on the patriotic spirit of our people but that spirit 
should not be exploited as hithertofore. If after standardising the 
articles there remains such a prejudice we shall have to educate the 
public. Such a prejudice is a point of shame for the country and 
has to be remedied rather than paid for. 

CUAI’TER XV 

Para. 212. 

I do not agree with the remarks that investment is passing to the 
classes of population who are not in the habit of saving and investing. 
This is seen from the fact that lor Zamindari funds the Ooveinment 
of IJ.P. could not secure even l/IO of the compensation that they 
have to pay to the Zamindars, and most of the little money that came 
from the tenantry came in the shape' of ornaments to the bazaar whose 
sale proceeds were paid in the Zamindari Fund. Theie may be 
money with big holders of land, say 20 acres or more, but such tenants 
are few and fai' between. The farmer got a higher pi ice foi his 
surplus commodity but he was starved of his very baie necessities 
like cloth, kerosene, iron and cement and he, finding no use foi the 
money, paid his debts. Thus he can be said to be a bit bettei of. To 
teach him the habit of saving is therefore useless. A farmer who has 
to depend for Ins expenses on the income that he gets every six 
months knows better thrift and saving than other people. Neveithe- 
less if he is given cottage industries, self liquidating schemes as 
recommended by tlie re-organisation Committee (U.P.), oiganised co 
opei'ative marketing for agricultural products, he can be induced 
to save even at the expense of his current needs. Certainly he can- 
not and should not invest any money with those v/ho will ultimately 
exploit him. 

The wages of labour now vary from Re. 1 to Rs. 2 a day which 
were 11 annas or 2 annas a day. Cost of cultivation has enormously 
increased and the price of bullock, manure, and other necessities have 
been up. If the cost of production is investigated it will be seen that 
there is no saving. 

Para. 217. 

I maintain that India should learn from the examples of 
Russia and Japan and adopt the w^ell known methods that these 
countries adopted for their industrialisation. To elucidate this, I 
append an extract from an article written by me {vide addendum tu 
this note). 
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Paras. 220-^-222. 

I am not against foreign capital provided it comes on our 
terms and not for consumers’ goods. I shall welcome even loans 
provided we can pay for them but perhaps none of them may be 
needed provided we work as a team and with a drive and create 
enthusiasm in every child of the country. To import plant after 
plant for the manufacture of different things would not industrialise 
the country and we may rest assured the industrialists will not risk 
their money in ventures of doubtful chai-acter. We shall have to 
learn through the import of foreign technicians and will have to 
pay very high salaries to them. It is then only that we sludl be able 
to manufacture plants in our own country. If Russia could do it 
we can certainly do it provided there is the will for it. Our consre 
mer goods will be made in cottage and small scale industries and 
we shall have to remain satisfied with what w^e pi’oduce. There 
will be no inflation as savings will be utilized for the technicians, 
cottage industries, tools and machines and the like. 

Para. 229. 

1 agree with my colleagues that there is need for specialized 
service but the way in which public* services arc' recruited today will 
have to be changed. We shall have to keep a record oi' every student 
who joins an elementary school up to the date he leaves liis education 
giving the details of his aptitude, characteir pluck and tactfulness and 
the like. We must begm this immediately m every class. Public 
Service Ccmimissions or other Commissions appointed for recruit- 
ment to services should go through this record instead oi rely- 
ing on 3 or* 4 well known persons for character certificates. Unless 
this is done services will not improve. Higher education should not 
be the only criterion for service. 1 would refer here to page 279 sub- 
para. (5) of the Report of the University Commission: — 

^Tndia inherited a public administration process made up of a 
vast accumulation of obsolete bureaucratic loutine, one 
of the chief principles of which seemed to be that respon- 
sible discretion should not be delegated, but should be 
tightly held at the top. The admirably high quality of 
public administration in England was scarcely trans- 
mitted to Indian administration. Comparing the opera- 
tion of this cumbersome, wasteful system with modern, 
efficient administration, it seems possible that with 
radical improvement of administration the entire public 
work of India might be accomplished with less than half 
its present expenditure. What such a change would 
mean in relief from financial pressure and in extension 
of such vital services as education, power developm.ent, 
the extension of irrigation, agricultural production, and 
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in other ways, can scarcely be imagined. Many factors 
must enter into such a change, but they are inter-related, 
and an improvement in one factor tends to the improve- 
ment of others. For instance, cumbersome, involved 
wasteful procedures lead to a sense of irresponsibility 
and to a lowered ethical tone. On the other hand, clean 
cut, intelligible and effective procedures, with clear 
and reasonable focussing of responsibility, sharpens the 
sense of personal responsibility, and gives support to 
ethical standards.” 

In business concerns, an ordinary man can become the Manager 
if he has the capacity while a more highly educated person may 
remain on the same salary on which he joined for the whole of his 
life. Unfortunately such a thing is not possible in Government 
service. High education helps only a little in the beginning. Find 
out the capacity and you will have better personnel in service. As 
long as cadre seniority, etc., are observed in Government services, 
there is no hope for a capable man to help the nation. 


Chapter XVIII 

Para. 246. 

There should be a systematic investigation of water-ways and the 
question of making rivers navigable should be examined. We have 
no other alternative source of cheap transport than railways though 
water transport is considered the cheapest transport. In days of 
emergency we cannot rely on one type of transport. There is fuither 
reason for the development of water-ways. All imported articles 
pay the same freight to any Indian port and thus get as many 
distributing centres as there are ports. It is a privilege which is 
not available to an indigenous article, which sometimes explains the 
establishment of uneconomic units. Further during the war or any 
other like emergency, if the Railway system breaks down our econo- 
mic life may be endangered. 
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Addendum to Chowdhry Mukhtar Singh’s Notes 
[Extracts from an earlier article] 

Industrialization— A Historical Revieui 

Socially speaking, Russia may have a set up different from ours 
but we have nothing to do with that point at present. We believe 
in individual’ development and we may not agree therefore in 
dictatorship and regimentation of the people on a big scale. It has 
to be admitted, however, that Russians , are the latest people who 
have industrialised the country on the most modern scab' and only 
in about 12 years. Maurice Dobb, the well known liistorian, says, 
“Russia affords a unique example of the ti-ansformation of a fornu'tly 
backward country to a country of extensive industrialisation and 
modeiti technique at an unprecedented tempo: a transfe/rmation un- 
aided by any considerable im]3orl of capital from abroad, but effected 
under the guidance and control of a national economic plan, in.stead 
of in the conditions of laissez-faire and capitalist enterprise which 
characterised the classic industrial revolutions of (lie past. As such 
it seems likely in turn to become the classic lype foj' the future 
industrialisation of the countries of Asia”. 

First five years plan was started in 1923 and bv' the end of the plan 
in 1934 thei-e were 200,000 students in higher technical colleges of 
University, some 900,000 receiving education in secondary technical 
schools, while there existed factory schools and courses capable of 
handling a million workers a year. Russians believed in practical 
training and they gave the first priority to this activity m their pro- 
gramme. They did not care to produce consumer goods but concen- 
trated on heavy industries like metal, power, etc. It is w'hy only in 
10 years Russia became the largest producer of tractors and railway 
locomotive^ in the world. Before the plan was started there was not 
a single powmr station of 10.000 k.we capacity but at the end of live 
years plan it had 10 powmr stations whose capacities ranged from 
10,000 to 31,000 k.w'. Russia was in the midst of her third plan when 
the World War II started and Germany attacked Russia. How 
perseveringly and resourcefully' they’ gave a fight to this mighty foe 
was admitted both by the English and the Americans. To bodily 
take av/ay factories after factories from one sector to another and 
to start them working while fighting at the front was a wonderful 
feat. Their persistent efforts and well arranged warfare on the most 
scientific basis and with the most up-to-date weapons w'e re some- 
thing which forced the whole world to believe in their industrial 
development. Though they had huge areas full of material resour- 
ces yet they were all untapped and unutilised. They had only a few’ 
factories producing ordinary consumer goods. They were already 
poor, but World War I made them poorer still. They had done 

T9MofC . , . , ■ • • - 
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away with the Czarist regime but they were not able to reorganise 
the people. They were poor and nobody would advance them loans. 
Their treasury was empty. People could not be taxed. Most of the 
countries were unsympathetic on account of their social ideas. 
With all these handicaps they decided to industrialise their country. 
How could they do it, and how they did it is really a miracle. It is 
true that in these efforts many people had to be kept on limited 
rations, and the need of consumer goods had to be restricted. AH 
people were forced to work hard to produce whatever they could. 
“Work in U.S.S.R. became a matter of honour, glory, valour and 
heroism”. Whatever they could produce was exported to foreign 
countries after satisfying their minimum needs. Most of the money 
so obtained was used in the payment of salaries to technicians from 
abroad. Whatever tools, equipments and machinery were absolutely 
essential to build capital goods were purchased out of their slender 
resources. “The means of industrial construction had to be found 
almost exclusively from internal resources”. Technicians were 
asked to work at industrial plants with the help of illiterate people 
and without skilled labour. It is true that they employed sometimes 
ten men where one was needed, but they did not only so utilise their 
labour which was their only mainstay, but trained many people at 
a time. Thus their standard of efficiency began to be raised. In 
this way, plants after plants were made in their own country and 
their capital needs were started to be built by and by. They re- 
nounced the long deferred hope of enjoying plenty and comfort, that 
the surplus energy of the society might be diverted to the construc- 
tion of capital equipment— rail roads, power plants, machinery, 
factories of all kinds. In the meantime they must continue practi- 
cally on war basis. According to the author of Economic Deve- 
lopment in Europe, “with all the faults and failures which marked 
the history of the project, the success of the Government in diverting" 
energy to the accumulation of capital can be described as nothing 
less than amazing”. If they would have started like us, with the- 
production of consumer goods first, they would have always been in 
the same position in which we find ourselves today. They knew 
that to import machinery from abroad and to start industries is 
not industrialisation. 

We have today better education, more prosperous people, better 
engineers, better technicians, better organisers and better communica- 
tions than Russia had in 1928. If that country could industrialise 
itself during a period of 15 years we can certainly do the same 
provided we can create the same urge and drive amongst our Govern- 
ment and amongst our people. 

It may be argued that we are a democracy while Russia was 
communist. I» the case of the latter, regimentation was the mam 
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thing, while in the democracy these things cannot be adopted. Does 
It mean that the entire capitalistic world with sympathies towards 
India cannot achieve what Russia could achieve by sheer dint of 
communism? Does this not mean the admission of defeat of capital- 
istic society against dictatorship? I still believe and I am convinced 
that if a proper atmosphere and spirit are created we can do the 
same as Russia did. 

Coming to Japan, her achievements are also wonderful though 
they took more time than Russia. People were too many for that 
small island and they were poor and illiterate. Their problem was 
similar to ours, in most respects. The building of Japan was due to 
those young men who went out at their own strength, who earned 
and learnt in foreign countries and when they came back they did 
not start their factories to earn the reward of their labour but started 
schools on a pittance to train thousands of engineers and chemists 
though of a much lower order. These people with a technical back- 
ground started industries in their own hamlets and made their own 
tools keeping in view the principles involved in efficient machines. 
They could not afford to purchase capital goods from abroad and 
whenever a complicated machine was imported the like of it was 
made in Japan the next time. They divided big factories or compli- 
cated machines into single processes small implements and adapted 
them to their needs so that they may be used on a small scale. They 
first started with thermal electricity but soon produced hydro-electri- 
city andsmade it available in the most interior corner of their country. 
They soon began to manufacture their own turbines and other 
accessories needed for electrifying a country. They could soon sell 
their energy to an ordinary consumer of less than 50 H.P. at the rate 
of 6 pies a unit and this cheap power revolutionised the whole 
country. Today they are producing big plants where small scale 
ones will not work efficiently but still cottage industries are their 
mainstay. It may not be wrong to say that 80 per cent, of all con- 
sumer goods made in Japan are made in cottages. Before the War 
they could undersell in every market of the world unless tariff walls 
were raised against them. Japan proved that with judicious work- 
ing mass production economy in a factory can be defeated by work- 
ing in cottages and on a small scale. Their big plants also were 
far smaller than similar plants in U.S.A. and England. 

« dopt their methods as Japan is an Asian country and 
at^ culture are similar to ours. We are in a position 
ir small contrivances in hundreds and thousands and we 
iQy their technicians interested in the development of 
tries and production, intelligent engineers, jand- chemists, 
rstaii^ their organization. If we start on those lines 
iving ip rural areas can soon be diverted to industrial 


. pursuits and Xl\e, articles so produced can be exported to earn foreign 
; exchange to . purchase capital goods • which ' we cannot immediately 
;• produce: . . . : . . : • • • * 

* ‘ I append' here\VitH some of the items which Japan was exporting 
in 1935. Their perusal will show that if properly organised there is 
a demand in the ‘ foreign markets of articles that can easily be made 
in our rural areas. Peas, bean seeds, soya beans, bamboo shoots, lufa, 
Iruits. shell buttons, towels, handkerchiefs, fish nettings, brushes, 
cosmotics, grass stuffed beddings, grass mats, ropes! etc., were some of 
the items for export. 

After giving, a small description of the historical development of 
a few impoi'tant countries and giving the main principles which will 
be useful for the development of our country, I would like to 
summarise them. P^'orii England we can make full advantage of their 
:Organisation, from Germany we can take their technicians, from 
Kussia we can take their drive and spirit of work and their* method 
of priorities and from Japan their cottage industries. If wo combine 
all these things together and start in full swing, we can change our 
country in thc^ shortest; period possible. 
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, Annexure to Addendum 
Exports from Japan 

Tobacco 

Peas ....... 

Beau seeds ...... 

Mushrooms ....... 

Soya beau. 

Oi lions ..... 

Bamboo shoots ...... 

Heater ...... 

Lilt a ....... 

Diiereni typers ()J iis]j . . . . . 

Artel i es j) ade of iishes . . . . . 

xMandarin ....... 

Other fruits ...... 

Ta.iigl(\s and sliced tangles .... 

Salomon ... 

Sardine. .... 

Sliell buttons 

Cement ...... 

Cotton handker(!hiefs . . 

Towels ....... 

Fish netting ..... 

Banyan and pyjamas .... 

Socks ....... 

Iron rounds ...... 

Enamelled wa?-e ..... 

iiacquered wooden w arc^ .... 

Brushes 

Menthol ....... 

Dental creams .... 

Face powder 
Toilet w ater 
Face cream 
Hair oils 

Stulfed bedding Datsu type 
Grass stuffed bedding 
Cotton w'aste bedding 
Grass mats 
Mat handles . 

Tatami mats 
Hopes 

Umbrellas cotton . 

Umbrellas silk 
Umbrella handles wooden 



(’rorc ''i’eu | 

Lacs \"en 12 
33.11.098 


\'en ISfiOddO 

\(:i\ lf)<K ;0 
l,2b,0O0 
3.12.(HK) 
f 7 ld,O()0 
^ 1,4L37,300 
1^1,76,94.()(!0 
1 .68 '73,000 
30.96,396 
21,48,446 
32.97,054 
L6J.92.255 
00,68.742 

6,47,000 
SO, 81, 777 
06.42.6 18 
64,77,071 
48.46,836 
4.27,20,240 
1.29,03,427 
1 . 1 6,4o.6»07 
94.16,467 
2 Li 3.884 
57.11.481 

l.rac.s 54 
6,15,880 
8,99.295 

6,32,717 


Ycji 928310 
13,67,789 
4,42,893 
2,14,879 
26.19.618 
6,72,383 
29,71,664 
17,09.227 
3.59,853 
5,09 039 
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APPENDIX I 


No. 1-Fis/A (5)/49 

GOVERNMENT OF INDIA ’ 

MINISTRY OF COMMERCE 

FISCAL COMMISSION 


Administrative Intelligence Fioom, ■ 
Queensway, New Delhi, iFie 25th June, 1949. 

From 

Shri D. L. MAZUMDAR, LC.S., 

Member-Secretary] Fiscal Commissioji, 

Neio Dellu. - 
To 


Sir, 

I am directed by the Fiscal Commission to forward herewith a 
copy of the questionnaire drawn up at its first session held in Delhi 
from the 13th to the 16th June, 1949. As you are aware, the Com- 
mission was constituted by the Ministry of Commerce, Government 
of India, In their Resolution No. 34-T(37)/48, dated the 20th April, 
1949, with the following terms of reference: — 

'‘(1) To examine in consultation with ail the interests concerned, 
the working qf the policy of the Government of India with regard 
to the protection of industries since 1922 when fhe last Fiscal Com- 
mission reported; and . 

(2) To make recommendations as to — 

' (a) the future policy which Government should adopt in regard 

to protection to and’ assistance of industries, and the 
treatment and obligations of the industries which may 

be protected or assisted. 

, (b) the, machinery required, to ipiplement such ppl icy; and , • 

(c) apy other matter having a direct bearing orr the eflective 
implementation of this policy. . 

- (3-)" In' 'CdnSiderin issues the' Commission ‘will be free to 

disdinguisH between short and long term aspects of the problem and 
'also ' advise "fn the light of the' cduhtry's requirements, how far ft 
would be desirable td undertake international obligations of the kind: 
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involved in the General Agreement on Tariffs and Trade ®r the 
•Charter of the International Trade Organization.” 

Subsequently, an addition was made to these terms of reference, 
and the Commission was asked to examine from the point of view 
of India’s interests, the effect of the preferences accorded to Some 
categories of imports from the United Kingdom, under the Indo- 
British Trade Agreement of 1939. In their letter No. 34-T{37)/4«, 
■dated the 24th May, 1949 the Ministry of Commerce further desired 
that the Commission’s recommendations on the desirability of under- 
taking intenrational obligations of the kind involved in the General 
Agreement on Tariffs and Trade and Charter of the International 
Trade Organization should be submitted to Government in advance 
of their main report and not later than the 15th August 1949. 

2. In view of this request the Commission has considered it desir- 
able to divide the questionnaire into two parts — Part I covering all 
subjects included in the terms of reference, except the item relating 
to the General Agreement on Tariffs and Trade and the Charter of 
the International Trade Organization which has been dealt \vith 
■exclusively in Part II. 

3. The scheme of the questionnaire follows very closely the main 
heads of the terms of reference. Part I consists of eight Sections. 
Section A(i) deals with changes in the general agricultural and 
industrial situation in the country since 1922-23 when the first Indian 
Fiscal Commission reported, while Section A(ii) deals with some 
problems of small scale and cottage industries, which have assumed 
increasing importance in the context of the present difficulties of 
large-scale industries and of the role indicated for small-scale and 
cottage industries in the Government of India’s Industrial Policy 
Statement of the 6th April, 1948. The Commission’s investigations 
must necessarily be carried out in the context of these changes in 
the economic background. Sections B and C are self-explanatory, 
while Section D deals with the main factors of which account must 
be taken in the formulation of an appropriate Fiscal Policy. Section 
E deals with the non-fiscal measures which have a direct bearing on 
the success of any fiscal policy that Government may adopt— parti- 
cularly in view of current physical shortages and bottlenecks which 
impede production and distribution. Section F covers the issues 
arising out of preferential customs duties. Section G is self-explana- 
tory, while Section H deals with problems of organization, methods 
and prooedxrre that are incidental to the effective implementation 
of any policy. 

As has already been mentioned, Part II of the questionnaire 
covers the problems Rising out of the enforcement of the General 
Agreement on Tariffs and Trade and the issues involved _in the 
acceptance of the commitments implicit in the Havana Charter on 
World Trade and Employment. 
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4. For the convenience of the average reader, it has been con- 
sidered desirable to preface the questions in Sections B, D and F of 
Part I and in Part II of the questionnaire with short introductory 
notes which, it is hoped, will facilitate the understanding of the 
nature of the issues involved in these questions. 

5. As has been explained above, the questionnaire closely follows 
the Commission’s terms of reference and has been designed to cover 
the whole field of enquiry. It is not expected that all those who 
may be pleased to send their replies should attempt to answer all 
the questions. Similarly, if any correspondent wishes to give his 
views on any points relevant to the enquiry which may not have been 
included in the questionnaire, it would be convenient if such points 
were dealt with in a supplementary memorandum. In any case, the 
Commission will welcome statements or memoranda on any rele- 
vant point whether included in the questionnaire or not. 

6. For the reasons mentioned in'- para. 1, the replies to Part II of 
the questionnaire may be forwarded by the .25th July at the latest. 
The replies to Part I of the questionnaire may be forwarded by the 
25th August 1949. The Commission recognizes that the time allotted 
for the submission of the replies— particularly in respect of Part II 
of the questionnaire — is rather short, but the issues raised in the 
questionnaire as a whole have been often debated in the past. The 
Commission, therefore, trusts that the individuals and Associations 
to whom the questionnaire will be addressed will not be unduly 
handicapped by the short notice given to them and will be able to 
send in their replies to the questions by the prescribed dates. 

7. It will facilitate the work of the Commission if the individual 
or Associations to whom the questionnaire is addressed could indi- 
cate along with their replies whether they would like to appear 
before the Commission at such place and time as the Commission may 
conveniently fix at a later stage of its enquiry. 

8. It will be appreciated if the Associations, etc. to whom the 
questionnaire is addressed, could send 15 copies of their replies in 
order to facilitate their consideration by the Commission. All replies 
and all correspondence relating to the questionnaire and the work 
of the Commission may please be addressed to;— 

The Member-Secretary, Fiscal Commissio% Ministry of Com- 
merce, Government of India, Administrative Intelligence Room, 
Queensway, New Delhi. 

Yours faithfully. 

D. L. MAZU^tt)AR, 

" ' Member-Secretary. 



government of INDIA • 

ministry of commerce 

FISCAL COMMISSION 


Questionnaire 

PART I 

Section AO) 

lutroiuaory-Chm,ge, in the Economic Background since 1922-23 
<3. 1. Do you consider that the economic background in the counlrv 

m l922 ta7';“tatf a" 

inlemat.onal trade in agricultural commodilic” ^ 

"■ ' KL.K'’t‘ Tf: ‘5 ?“■'’■ ‘■'’“"8“ “ff-lod or are 

trial' progrcL- "" ' “<^“5- 

Q. 4. What are the basic improvements ’ in our agriculture -md 

2tT eohsider urgently nebssary as a si 

• • poll foi any policy of intensified industfialisafion? 

lopilnt^h-^* w.hich,opr industrial . deve- 

r^po ied n IITS- Commission 

^ epoi tcd m J922 t Please gwe your appfedation of the same. 

Tq whgt extent do you think our industrial development still 

• '"'^^^;:^9^PW-,esseptiaI requirements^^ 

mam deficiencies .pnder :t}ie , following heads!" 

■ ' ol manqfacture which y.ou consider i essential' 

.. . ,(b) , Volpme ql pi'oduction;. , , ’ 

(c) Overhead and operative costs; • ’ '' ' ' ' 

(d) Quality of management; 

■ (e) Supply of capital; 

. - ..(f). Av.ailabii}ity of raw material, fuel and power- 

.c of high grade technical ability;' ^ ' • 
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(h) Supply oii skilled and unskilled labour; 

‘ (i) Efficiency of labour/ ’ • • 

•Q. /. (a) Please give a broad analysis of the present position of 

small-scale and cottage -industries in the ('conorny of this 
country. 

(b) Wliat should be the I’elations between — 

‘ (i) small-scale and cottage industries and agriculture; and 

(ii) small-scale and cottage industries and large-scale indus- 
tries? 

Q, 8. Do you think small-scale and cottage industries iiave a signi- 
ficant role to play in the economic development of our c'oun- 
try (a) undci’ pi'esent circumstances and (b) in the long runt^ 

Section A (ii) 

Q. 9; Please enumerate the small-scale and cottage industi?es w'hic'ii 
you would like to dcveJop- 

• (a) as subshiiary lo agriculture; 

(b) as supplementary to large-scale industries; 

(c) as other independent units of production. 

Q. 10. Whjr^h cottage industries yoii consider specially suited for 
expoi’t purposes'.^ 

Q. 11. Do you consider that protection to large-scale industries lias 
in any way affected small-scale and cottage industries*’ If 
so, please stale how and to what extent they have been so 
affected. 

Q. 12. What in your vieW' are the main handicaps from wliich small- 
scale and cottage industries suffer at present? What steps 
would you recommend for the renaoval of these handicaps — 

particularly with regai’d to — 

. (a) the supply of raw?^ .materiaU 

(b) supply of technical skill : - 

(c) theif technique of mcirmfaciure: 

(d) tbeif structure and organization: .. , . 

(e) supply of finance; 

(f) marketing facility; / . . 

(g) any other form of assistance; and ' * ' ' ■ 

(h) possible competition with large-scale industees?' 
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Q. 13. What steps should be taken to ensure that the interests of 
small-scdle and cottage industries are safeguarded, when 
trade agreements with foreign countries are negotiated? 

Section B 

Policy of discriminating protection and its application since 1923. 

Fiscal Commission. — In recommending a policy of discriminating, 
protection, the Indian Fiscal Commission of 1922 had observed that 
discrimination should be exercised in the selection of industries 
for protection so as to make the inevitable burden on the consumer 
as light as was compatible with the due development of industries. 
Accordingly, the Commission laid down that an industry, seeking 
protection, should satisfy the following three conditions:— 

(1) It must be one possessing natural advantages such as an 

abundant supply of raw material, cheap power, a suffi- 
cient supply of labour and a large home market; 

(2) It must also be one which, without the help of protection, 

either, is not likely to develop at all, or is not likely to 
develop so rapidly as is desirable in the interest of the 
country; and 

(3) Finally it must be proved that the industry will eventually 

be able to face world competition without protection. 

The Commission also recommended some ^^supplementary 
measures” such as appropriate railway rates policy, reduction of 
coastal shipping rates and anti-dumping measures. 

To implement the above policy, the Commission recommended 
the constitution of a permanent Tariff Board. 

2. Protection granted between 1924 — 39. — The Government accept- 
ed the main recommendations of the Commission but instead of 
appointing a permanent Board appointed ad hoc Boards for the 
investigation of the claims of protection to different industries as 
and when necessary. The first Tariff Board was appointed in 1923 
to enquire into the claims of protection to the Steel industry. 
Between 1924 and 1939, about 50 csises were referred to the Board 
for investigation. It included fresh applications for protection, 
applications for the continuance and revision of protective duties, 
removal of duties on raw materials and adjustments of tariff 
inequalities. In 1939 the following eight industries were under the 
protected list: — 

1. Iron and Steel. 

2. Cotton Textiles. 

3. Sugar. - 

4. Paper. k- 
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5. Magnesium Chloride. 

8. Sericulture. 

7. Gold and Sliver Thread and 

8. Artificial Silk and Cotton and Artificial Silk Mixed Fabrics. 
During the last war protection to these industries was continued 
under the Protective Duties Continuation Act. In 1947, on the re- 
commendation of the Tariff Board, protection to Iron and Steel 
Cotton Textiles and Paper industries was withdrawn. In 1949, 
Gold Thread and Magnesium Chloride industries also were similarly 
removed from the protected list. Of the industries which were 1ft 
the protected list before 1939 only sericulture, artificial silk and 
mixed fabrics and sugar industries still remain in it. 

3. Safeguarding of Industries Act— In 1932-33, the Government 
of India received representations from numerous small industries 
asking for tariff protection against the competition of foreign and 
particularly Japanese goods which were being imp>orted at abnor- 
mally low prices. An Act known as Safeguarding of Industries 
Act, was, therefore, passed by the Legislative Assembly in April, 
1933. This Act empowered the Governor General in Council to 
impose additional duties in all cases in which he was satisfied that 
foreign goods were being imported at such abnormally low prices 
as to threaten the existence of an established industry. No action 
could however be taken against Japanese imports under this Act 
as it was later discovered that it went against the spirit of the pro- 
visions of the Indo-Japanese convention. The Government, there- 
fore decided to impose the standard rate of specific duties, instead 
of the then existing ad valorem duties, on all such commodities as 
were being imported at abnormally low prices, and the Indian^ 
Tariff Amendment Act, 1934, was passed accordingly. In fixing the 
amounts of the specific duties the object in view was to restore as 
far as possible the fair competitive condilfcns which prevailed in 
the period before the depreciation of the yen. 

4. War-time industries . — During the war, with the cessation of 
imports, many new industries were established in India. As early 
as 1940, the Commerce Member announced on the floor of the 
Assembly that industries which would be started during the w^r 
would be protected if and when necessary, provided they were 
organised on sound lines. In April 1945, the Government of India- 
announced its industrial policy and immediately after that, a Tariff 
Board was constituted for a period of two years to investigate into 
the claims for protection or assistance to war-time industries. The 
terms of reference were as follows: 

T«ri# Board, 1945, and Terms of Reference.— (1) That it 
(industry) is established and conducted on sound 
business lines; and 
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(2) (a) that having regard to the natural and economic advan- 
tages enjoyed by the industry and its actual or pro- 
bable cost it is likely, within a reasonable time, to 
develop sufficiently to be able to carry op successfully 
without protection or State assistance; or 

(2) (b). that it is an industry to which it is desirable, in' the 
. national interest, to grant protection or assistance and 
the piobablc^ cost of such protection oi' assistance to 
the community is not excessive. 

As tlie long term tariff policy of the Government liad no.t been 
finally decided, the Board was to recommend protection as an 
interim measure for a period not exceeding three years. 

5. The total number of cases which were referred to Die Board 
was 49. Within a period of 18 months, it reported on 42 cases includ- 
ing four cases of industries which were protected before the war and 
whose claim for continuance of protection Die Board was asked to 
examine, 

• 6. Tariff Board, 1947.— In November. 1947, the Board was recon- 

stituted for a period of three years with Die following two additional 
functions:-- 

(i) to report to Government as and when required, factors that 

lead to inciease in the cost ol production of Indian 
manufactured goods as against imported articles; and 

(ii) to advise Government as and when required oh meas]H-res 

whereby internal protection may be .secured on the most 
economical basis. 

During the period 1947—49, the Board was asked to examine the 
claim for protection of those industries which had not yet been fully 
examined by the previous Board and also a few new cases. The 
Board was asked to examine the need for continuance of protection 
to pre-war protected industries w’hich were still in the protected list 
and also to the war-time industries, the period of whose protection 
was due to expire in 1949. During thi.s period, the Board also under- 
took four important price enquiries. At present, there are about 
forty industries in the protected list. 

7. Additionat TuncUons of the Tariff Board.— As more and more 
industries came u.ider the protected list, Government considered it 
necessary that continuous watch over the progress of protected indus- 
tries should be kept by the Tariff Board. ' Accordingly a resolution 
was issued on, 6th August. 1948 in. which the Tariff . Board ,was autho- 
rised to conduct, enquiries as and when necessary pn the ctt'ecl of the 
protective duties or other means of assistance granted . and advise 



381 


Government the necessity or otherwise of modifying the protection or 
assistance granted. In this resolution the following additional 
functions were also given to the Board: — ' 

(1) to enquire, as and when required by Government, into the 

cost of production of a commodity produced in the coun- 
try and to determine its wholesale, retail or other prices, 
and to report on the same; 

(2) to recommend to Government, as and when required, 

measures necessary for the protection of India’s indus- 
tries from dumping from abroad; 

(3) to undertake studies, as and when necessary, on the effects 

of ad valorem and specific duties and tariff valuations 
on various articles and the effects of tariff concessions 
granted to other countries; and 

(4) to report to Government, as and w’hen necessary, on com- 

binations, trusts, monopolies and other restraints on 
trade, which may tend to affect the industries enjoying 
protection by restricting production, or maintaining or 
raising prices and to suggest ways and means of prevent- 
ing such practices. 

Q. 14. The Fiscal Commission appointed by the Government of 
India in 1921 recommended “that discrimination should be 
exercised in the selection of industries for protection, and in 
the degree of protection afforded, so as to make the inevi- 
table burden on the community as light as is consistent with 
the due development of industries”. On the strength of this 
basic principle the Commission decided that an industiy 
seeking protection or assistance should satisfy the three con- 
ditions enumerated in paragraph 1 of the note. Besides 
tariff protection the Commission recommended also certain 
non-fiscal measures. Are. you satisfied that the policy re- 
commended by the Commission was fully implemented 
between 1923—1939? If not, please enumerate the main 
deviations from the policy. 

Q. 15. Do you find any defects in the working of this policy? If 
so, please give datails with suitable examples. 

Q. 16. Do you agree with the specific conditions laid down by the 
Commission that normally protection should be accorded to 
an industry only if the conditions referred to in Q. 14 are 
satisfied? 

Q 17. Do you consider that the “supplementary measures” for the 
orotection of, and assistance to, industries as recommended 
by the Commission in Chapter VIII of their Report were- 
adequate and well conceived? 


19 M of c 
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Q. 18. In a Resolution passed in the Central Legislative Assembly 
on the 16th February 1923, the principle of discriminating 
protection was "accepted as the basis of Government policy 
subject to thfe following general qualifications: — 

(a) that the principle should be applied with due regard to 
the wellbeing of the community and to the safeguards 
mentioned in Q. 14. 

(b) that in the application of this principle, regard must be 
had to the financial needs of the country, and to the 
then dependence of the Government of India on import, 
export and excise duties for a large part of its revenue. 

To what extent, if any, do you think these qualifications 
affected the working of the policy of discriminating protec- 
tion between the years 1923 and 1939? Please give your 
comments, if possible, separately for the following sub- 
periods: — 

(i) 1923—29. 

(ii) 1930—34. 

(iii) 1935—39. 

19. The changes set out in paragraph 4 of the note were made 
in the principle of discriminating protection in 1945 when the 
interim Tariff Board was established. What are your views 
on these deviations from the original policy as laid down in 
the Indian Fiscal Commission’s Report? 

Q. 20. Are you satisfied that this policy of 1945 is being fully im- 
plemented? If not, please indicate where, in your opinion, 
the defects in implementation lie. 

Section C 

Review of the effects of past tariff policy. 

Q. 21. Would you attempt a broad analysis of the effects of the 
actual policy pursued by the Government of the day on the 
growth and development of our major industries under the 
following heads: — 

(a) Capital invested in the industry (paid up); 

(b) Rated capacity; 

<c) Output; 

(d) Employment of labour (Technical and non-technical); 

(e) Wage bill (technical and non-technical); - 

(f) Earnings of management; 
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(g) Profits earned and distributed; 

(h) Px-works price and retail price? 

Q. 22. Would you make a detailed analysis on the above lines parti- 
cularly in respect of tbe following industries: — 

(i) Iron & Steel, 

(ii) Cotton textiles, 

(iii) Sugar. 

(iv) Paper, 

(v) Matches? 

Please give your answer for the following periods: — 

(a) at the time when protection was given; 

(b) in 1938-39; 

(c) in 1948-49. 

Q. 23. (a) Please indicate the significant features, if any, in the 

structure and organization of the protected and assisted 
industries with respect to — 

fi) the size of the units: 

(ii) their location; 

(iii) the development of combinations, horizontal or 

vertical; 

(iv) the developments of ancillary industries; and 

(v) any other aspect that you may consider it necessary to 

mention. 

(b) Do you think that the form or manner in which protec- 
tion or assistance has been given to these industries has had 
anything to do with these features? Which of these features 
are in the interests of our economy and which are undesir- 
able? 

Q._ 24. If you consider that the undesirable features mentioned, if 
any, were due to any defects or deficiencies in the control 
exercised by Government over the protected or assisted 
industries, please point out such defects or deficiencies. 

"Q- 25. To what extent has the protection or assistance afforded to 
an industry resulted in — 

(i) its progressive mechanization; 

(ii) the introduction of new economies and other technical 
improvements; and 
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(iii) the optimum utilisation of indigenous raw material 
and bye-products? 

Please illustrate with examples drawn from your knowledge 
or experience. 

Q. 26. Has the protection or assistance received by our industries 
induced any substantial increase in the supply of — 

(a) technical personnel required by the industries; 

(b) skilled labour; 

(c) .semi-skilled labour; 

(d) a stabilized industrial labour force? 

Q. 27. To what extent, if any, has industrial research been initiated 
and fostered by the protected and assisted industries? 

Q. 28. Do you consider that the revenue tariffs imposed in the past 
have had any appreciable effect on the growth and develop- 
ment of our industries and on the course of our export and 
import trade? If so. would you illustrate your finding with 
some examples drawn from the trade or industry of which 
you have knowledge or experience? 

Q. 29. (a) What were the broad effects of the tariff policy pursued 

by Government between 1923 and 1939 on the volume, 
character and geographical distribution of our (i) import, 
and (ii) export trade? 

(b) To what extent was the relative importance of our 
domestic and foreign trade affected by this policy during this 
period? 

Q. 30. Do you think that the development of any of the protected 
industries was hampered by the polities pursued or the 
measures adopted by Government with regard to matters 
other than protection? Please give examples. 

Section D 

Factors in the formulation of a new Fiscal Policy. 

IMPORT CONTROL POLICY 

Import trade control was first introduced in May, 1940, under 
tlie Defence of India Rules. Only 68 items were included in the 
first instance and they were mostly consumer goods. By August 
1941, practically all descriptions of imported articles wer§ brought 
under control and the office of the Chief Controller of Imports was 
set up in Delhi. 
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The import control policy was then governed by three main con- 
siderations, viz., (i) the necessity for conservation of dollar and other 
hard currency resources; (ii) the shortage of supplies of goods in the 
exporting countries and (iii) the paucity of shipping space. About 
the middle of 1942, shipping considerations began to dominate all 
other factors in the administration of import trade control. By the 
end of 1943, the shipping position began to improve; but this was 
offset by procurement difficulties which were rapidly becoming the 
principal problem on account of the increasing shortage of supplies 
in the exporting countries. 

2. With the cessation of hostilities, the shipping difficulty largely 
disappeared and the supply position also eased. In 1946, Govern- 
ment considered that import control could be sufficiently liberalized 
to meet the pent up dem.and for plant and machinery and consumer 
goods in the country. The system of Open General Licence was 
extended to a large number of commodities imported from all sources. 
The total value of licences issued during the 12 months ending March 
1947 was about a thousand croie of rupees. Although the licences 
issued were not fully utilized, the result of this policy was to impose 
a heavy demand on the country's foreign exchange resources. 

The entire position was reviewed early in 1947 and it was decided 
to limit imports to the current earnings of expofts plus the transfers 
from the Sterling Balances as fixed by mutual agreement with the 
United Kingdom Government. Since then import control has been 
linked closely with foreign exchange control and the balance of pay- 
ments position. Every six months foreign exchange resources are 
reviewed and the import programme for the next half year is so 
drawn up as to ensure that the disbursement of our foreign exchange 
is kept within these limits. 

3. After the termination of the war, import control was continued 
by the Emergency Provisions (Continuance) Ordinance of 1946 for 
one year. As it was found necessary to continue control over 
imports and exports, the Import and Export (Control) Act was passed 
in 1947 giving powers to the Government to exercise the controls till 
the 24th March 1950. In September, 1948, an Import Advisory 
Council consisting of representatives of Trade Associations, two 
members of the Constituent Assembly and four non-officials repre- 
senting interests not otherwise adequately represented, was set up 
with the tionourable Minister for Commerce as Chairman. The 
Council advises the Government in matters relating to the operation 
and administration of Import Trade Control. The Council meets 
every three months. A joint Import and Export Advisory Com- 
mittee has also been set up to advise the Ministry in matters of com- 
mon interest to the two bodies. 
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4. For the purpose of licensing, goods are divided into the follow- 
ing main categories: — 

(a) goods under Open General Licence for import from soft 

currency countries; 

(b) goods which are licensed freely from dollar areas; 

(c) goods which are licensed freely from soft currency 

countries; 

(d) goods for which no licences are granted from any source; 

(e) goods for which no licences are granted from dollar or 

hard currency countries; 

(f) goods for which import licences are granted within overall 

monetary limits from dollar and hard currency countries; 

and 

(g) goods which are licensed within overall monetary limits 

from soft currency countries. 

In drawing up these lists and in fixing the monetary ceilings due 
consideration is given to the more essential needs of the Indian 
econoniy and the need for the maintenance and development of indus- 
trial production. The essential consumer needs are also taken into 
account. High priority is given to the import of capital goods. 

5. For the purpose of administration of the system of import 
licensing, the controlling authorities for the issue of licences vary 
in respect of different commodities. Licences for Part I (Iron and 
Steel) and Part VI (Machine Tools) are issued under the direction 
of the Industry and Supply Ministry, goods in Part II (Electrical 
goods) are licensed by the Deputy Chief Controller of Imports, 
Calcutta. The goods covered by Part III (Textile Machinery) are 
licensed by the Deputy Chief Controller of Imports, Bombay; those 
covered by Pari IV (consumer goods) are licensed by the Import 
Trade Controllers in Calcutta, Bombay and Madras and those cover- 
ed by Part V (raw materials and heav}^ machinery) are licensed by 
the Chief Controller of Imports, New Delhi. Certain items in Part 
IV are also licensed at headquarters by the Chief Controller of 
imports. 

6. Licences arc granted for each six monthly shipping period, 
namely, January-June and July-December. The validity of the 
licences for heavy electrical plant and other machinery goods is for 
a period of three years. 

EXPORT CONTROL POLICY 

Control over exports of commodities was introduced in India at a 
very early stage in the war. The list of items included at first was 
very small and the control notifications were issued under section: 
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19 of the Sea Customs Act of 1878. The list was, however, gradually 
expanded and ultimately it became necessary to take special powers 
under the Defence of India Rules. The^ first notification under the^ 
Defence of India Rules controlling exports was issued in May, 1940. 
During the war, the main objectives of export control were (i) to 
conserve essential supplies for civilian consumption in the country: 

(ii) to prevent essential commodities from reaching the enemy and 

(iii) to secure fair distribution of available exportable surplus to the 
allied nations for the successful prosecution of war. 

2. With the cessation of hostilities, the last two objectives lost 
their importance and since then Government's policy has been to 
liberalize export control consistent with our internal requirements. 
At present de-controlled atricles number about 250. Three factors 
kept in view in framing the export control policy are (i) liberalization 
of exports, to secure larger foreign exchange required for food 
imports and also for the import of industrial raw materials and capital 
equipment vitally needed for industrial rehabilitation and develop- 
ment; (ii) conservation of dollar and hard currency resources and 
(iii) prevention of the practice of re-export of Indian products from 
other countries to hard currency areas, with consequent loss of dollar 
exchange and of bargaining strength in trade negotiations relating 
to commodities in critical shortage all over the world. 

3. At present control over the export trade is exercised by the 
Government under the Import and Export (Control) Act of 1947. 
An Export Advisory Council has also been constituted to advise 
Government on the working of the export control policy. The 
Council meets every three months. A joint meeting of import and 
export advisory councils is also held to discuss matters of common 
interest. 

4. The articles controlled are grouped into four parts, iriz., 

*B', ‘G and ‘D'. Part ‘A’ includes commodities the supply position 
of which is very tight. As a general rule no export licences are 
granted for these commodities. Articles included in Part ‘B' are 
food items and they are controlled by the Ministry of Food. Articles 
included in Part ‘G are those which are important from the point of 
view of Government supply or domestic requirements. Exports of 
these items are controlled by the Ministry of Industry and Supply, 
Articles contr’olled by the Ministry of Commerce are included in 
Part ‘D’. 

5. In regard to Part ‘D’ commodities, export is generally allowed 
on the basis of the established shippers principle (i.e., shippers who 
have exported a particular commodity to the country concerned 
during the basic period fixed for the purpose). A srnall percentage 
of the approved quota is also reserved for exports by new comers in 
the trade. 



388 


Export licences are normally endorsed as valid for a period of 

three months from the date of issue, except in the case of cotton 

piece-goods in which case they are valid for six months. 

<2* 31. What in your assessment is the relative importance of the 
main changes in the pattern of our foreign trade which have 
taken place in the periods — 

(a) 1939-45; 

(b) 1946-49? 

Q. 32. Would you briefly analyse the effects of the (a) legislative, 
and (b) administrative measures relating to the control and 
regulation of our foreign trade which Government have had 
to adopt during these periods on — 

(a) our import and export trade; and 

(b) the growth and development of our industries? 

Q. S3. To what extent have these changes affected the fundamental 
premises on which the recommendations of the Indian Fiscal 
Commission 1921-22 were based? Please illustrate your 
reply with examples drawn from the trade or industries with 
which you may be concerned or about which you may possess 
adequate knowledge? 

Q. 34. In the light of your analysis and appreciation what is the 
relative importance you would attach under present day con- 
ditions to governmental measures for the promotion of our 
trade and industry which may be broadly classified under 
the following heads: — 

(a) Fiscal measures; 

(b) Non-fiscal measures? 

Q. 35. Would you indicate the extent to which an appropriate tariff 
policy can further our foreign trade and assist in the develop- 
ment of our industries? 

Q. 36. What, in your judgement, should be the objectives of tariff 
policy in the short period? 

-Q. 37. The minority re?port of the Indian Fiscal Commission 1921-22 
expressed the view That there should be an unqualified pro- 
nouncement that the fiscal policy best suited for India is 
protection’. Do you agree with this? 

Q. 38. If so, what principles and conditions would you lay down 
for regulating the grant of protection or assistance? 

Q. 39, Would you, in the application of the formula or principles, 
if any, or in the admini.stration of the policy in general, like 
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special consideration or priority to be given to any particu- 
lar classes of industry? If so, please name the classes. 

'Q. 40. Do you agree with the view that the grant of protection 
should not be confined to infant industries, but should be 
considered, if necessary, even before an industry is establish- 
ed or v/hen proposals for its establishment are under con- 
sideration? 


'Q. 41. (a) Please indicate your views on the various alternative 

methods of piotection, e.p., 

(i) protective import duty; 

(ii) bounty or subsidy; 

(iii) system of pool prices, e.p., the aluminium price pool 
which was m force till recently; 

(iv) quantitative restriction of imports based on a guaran- 
teed market for at least a percentage of domestic pro- 
duction (when such quantitative restrictions can be 
imposed without conflict with pre-existing agreements 
or comnii tmerits)? 

(b) Which of these methods should be the normal method? 

(c) Would you like the appropriate method to be determin- 
ed in each case on Us merits? if so, wlrat are the con- 
dition >5 you would like to bear in mind in selecting the 
method of protection? 

Q. 42. Wiiat should be the Government's policy and procedure 
where the situation calls for only safeguarding or anti- 
dumping measures, as distinct from substantive protection, 
whether for small scale or large scale industries.^ 

iQ. 43. (a) What place would you assign to export duties in tlie 

tariff system in the future? 

(b) Would you advocate export control (by duties or other- 
wise) for the purpose of— 

(i) safeguai’ding the domestic consumer against critical 
shortages; 

(ii) conserving domestic supplies of raw materials for 
utilization by domestic industries? 

<Q. 44. What fiscal measures, if any, would you recommend to en- 
able an established industry to maintain its exports? 

•Q. 45. Have you any comments on the method by w'hich the Tariff 
Board* at present fixes the quantum of protection (the 
method of comparing the fair selling price of the domestic 
product with tlie landed cost of the imported product)? 
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Q. 46. Would you recommend variations in duties to meet varia- 
tions in import costs? 

Q. 47. Where protection is to be given by tariffs, what are the 
considerations which you think should govern the choice 
between the various alternative forms of duty such as 
specific, ad valorem, compound, etc.? 

Q. 48. What do you think of the utility and practicability of tariff 
quotas? 

Q. 49. Would you like a minimum or a maximum duration to be 
laid down for protective measures? 

Q. 50. Are you satisfied with the existing system of revenue tariff 
classification? If not, what are its defects and what changes 
would you suggest? Can the existing system be so modified 
as to reduce the burden on the consumer without any ap- 
preciable loss of revenue to the public exchequer? 

Q. 51. Having regard to — 

(a) the future structure of our foreign trade, 

(b) the anticipations relating to the course of international 
trade (underlying the Havana Charter on Trade and 
Employment), and 

(c) the broad lines of our Industrial Policy as laid down 
in the Statement of the 6th April 1948, 

would you attempt a formulation of the objectives of our 
long-term fiscal policy? 

Q. 52. In order to facilitate the objectives of our fiscal policy, do 
you think it would be necessary for Government or quasi- 
Goveinment institutions to participate in foreign trade (a) 
in the short period and (b) in the long run? 

Q. 53. If your answer to the above question is in the affirmative, 

' what form of Government or quasi-Government organisa- 
tion would you recommend? What would be the limits to 
their activities, and what conditions, if any, would you im- 
pose on their functions? 

Section E 

Non- fiscal measures for the promotion of trade and industry. 

Q. 54. The Indian Fiscal Commission of 1921-22 suggested several 
“supplementary measures” as an aid to the tariff Ijolicy 
which they had recommended. Would you enumerate the- 
non-fiscal measures that Government should now adopt in: 
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furtherance of any approved fiscal policy both (a) in the- 
short period and (b) in the long period? 

Q. 55. In particular, have you any special suggestions to make as 
to how Government could facilitate — 

(a) the supply of essential industrial raw materials, where 
these are not readily available in the country; 

(b) the supply of essential plant and machinery; 

(c) the supply of cheap fuel or power; 

(d) the provision of cheap, adequate and quick transport 
both for the movement of raw and semi-processed 
materials and their finished products, made available 
under a scheme of rationalized freight-structure; 

(e) the supply of technical personnel of different grades; 

(f) the supply of technical information about industrial 
methods and processes; 

(g) the supply of industrial finance, both for use as block 
and as working capital? 

Q. 56. How and to what extent could the trade and industry co- 
operate with Government in the provision of such facilities? 

Q. 57. Do you think any special types of organization would be 
necessary (a) to secure this co-operation between industry 
and trade and (b) to provide for the orderly supply of the 
facilities enumerated in Q. 55 or for the supply of such 
other facilities as may be considered necessary? 

Section F 

Fiscal Policy in relation to Cornrnonwealth Preferences 

[The Principle of Imperial preference was introduced into the 
tariff policy of India on a subs'.aniial scale for the first time by the 
Ottawa Trade Agreement which was concluded on the 20th August, 
1932. Prior to this date India granted preference only^ to tne pro- 
tected classes of Iron and Steei and Cotton Piece-goods imported 
from the United Kingdom. Tire Ottawa Trade Agreement of 1932 
provided for the grant of concessions to imports of U.K. origin 
covering as many as 106 articles. Similar concessions were also re- 
ceived by India on her exports to the United Kingdom on a wide 
range of articles. 

The Ottawa Agreement was supplemented by the Iron and Steel 
Agreement which was signed in September 1933, and both these 
Agreements were duly ratified by the Indian Legislative Assembly. 
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Smhw Agreement of 1935, which followed the 

of 1933 (Mody-Lees Pact) and was 
desyned to supplement the Ottawa Agreement and was to hold good 
iy during Its currency, however, met with a different fate. This 
afverZont"'''*? intended to set out the general principles, which the 
the United desired to follow as regards the treatment of 

ed Tnd !n competing with the products of a protect- 

fnrf H i ^'^d appears to have been necessitated bv the 

Ihich en ^ ^ Agreement had left untouched commodities 

W menT^ Protection in India. The supplementary Indo-British 

blv ^d Legislative Assem- 

nlo’nf V!! lapsed when the notice of termi- 

ation of the Ottawa Agreement was given in May 1936. 

The Ottawa Agreement, which had never received ■, 

of denunciation of fhf. no" 'a a six months’ notice 

Government of liiejjo and Ihi' U fT'c i ’^dlween the 

the prefereneeo sranled ,„der «,e' ■* "S.-eed that 

purely mterim mea^e Ull , '™““i contmuo a., a 

between the two countrie ’ A Ft liad been arrived at 

British Trade Agreement‘'''of iqS negotiations, the Indo- 

1939. t' cement ol 19,i9 v/as signed on the 20th March, 

to »Kw'’nS™?,nvh,’m Z Z" T'""" “P°«^ 

to the import! o’t U K orinm Prelereneo., that aro bemg e-a„ted 

ment subieel In ih’ l e present governed by thiii Agree- 
ment' on iny by ^be General Agree- 

taiim, and Tiade as explained in a succeeding paragraph. 

gra^M^^prlfewenJ-faMhe tte'Tf 

(unbleacLM):-!.":; giti^ns’^Trl f- 

woods, undressed Je-ither Hr. ^ n ' 'c'ak ana other hard 

parafiin wa^^:. '^nda^ and meal, 

preferences at a rate of 15 pet cent ad" uMo^ certain specified spices; 

oils, granite setts and kerbs dressed Lhe /” vegetable 

preferences at a rate dressed leather, jute cordage and ropes; 

mattings, certain varieties nf e h on coir mats and 

factureVand ^LoZt^^ af soe,^^" .oanutactufos and jute manu- 
coffee. tea, rice a„rc™etf T l . chloride, 

entry for lac, raw jute, myrobalLoTca ”tbs"“dTuS'n? 
hemp when .mported from any sourcea whatever S.k" 2 ?gr“. 
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to maintain the existing preference on tobacco until the 19th August,, 
1942, and undertook to co-operate in any measures that might be 
practicable to facilitate the marketing of Indian tobacco in the 
United Kingdom. 

3. In return for the above concessions, India granted to the 
United Kingdom preferences on 20 tariff items, namely, drugs and 
medicines containing spirit, cement, certain varieties of chemicals, 
drugs and medicines, colours and painter’s materials, fents, woollen 
carpets, rugs and other woollen manufactures, iron or steel hoops 
and strips, iron or steel barbed or stranded wire and wire rope, 
copper wrought and certain copper manufactures, domestic refrige- 
rators, sewing and knitting machines and parts, certain varieties 
of electrical and other instruments, apparatus and appliances, motor 
vehicles and parts and cycles. 

4. Under a special article knowm as the Cotton Article, the U.K. 
was also granted an immediate concession by way of reduction in 
the duties on cotton piece-goods but the continuance of that con- 
cession was made dependent, on the one hand, on the imports of 
piece-goods from the United Kingdom keeping within certain well 
defined limits, and, on the other hand, on the U.K. purchasing from 
India certain agreed quantities of raw cotton. The following basic 
rates were fixed for cotton piece-goods imported from the United 
Kingdom : — 

17.1 per cent, ad valorem for printed goods; 15 per cent, ad valorem 
or 2 annas and 71 pies per lb., whichever is higher, for grey goods; 
and 15 per cent, ad valorem for other cotton piece-goods, and it was 
provided that if during any “cotton year” the imports of Indian raw 
cotton into the U.K, fell below a specified minimum quantity or ex- 
ceeded a specified maximum quantity, and, alternatively, if imports 
of the U.K. cotton piece-goods in any “cotton piece-goods year” ex- 
ceeded a specified maximum yardage or fell below a specified mini- 
mum yardage, the basic rates stated above might, in the subsequent 
year, be increased or decreased within a certain limit. 

5. Besides, the U.K. agreed to extend to India any tariff prefer- 
ences granted to any of the Dominions or Newfoundland, Southern 
Rhodesia or Burma, and reciprocally, the Government of India 
undertook to extend to the United Kingdom any tariff oreferences 
granted to any of these countries except Burma. 

6. The Government of the Non-self-governing Colonies agreed 
to accord to India preferences granted by them to other parts of the 
British Empire with certain exceptions, and the Government of India, 
in their turn, undertook to grant most-favoured-nation treatment; 
to the Non-self-governing Colonies. 
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7. Provision was made for separate trade negotiations with 
Ceylon pending which the preferences then given by Ceylon to 
India were continued and the Government of India agreed to give 
•Ceylon the preferences given to other Non-self-governing Colonies. 

8. Under the General Agreement on Tariffs and Trade, 1947, 
India Agreed to reduce the margin of preferences granted to the 
U.K. on six tariff items and the U.K. on their part have agreed to 
reduce the margins of preferences granted to India on 13 items. In 
this connection reference may also be made to the provisions of 
Article 17 of the Havana Charter under which negotiations for elimi- 
nation of preferences are to be conducted on a reciprocal and mutual 
advantages basis.] 


Q. 58. What are your general views on the subject of Imperial 
Preference— particularly in the light of the principles under- 
lying the General Agreement on Tariffs and Trade and the 
Havana Charter on World Trade and Employment? 

•Q. 59. The Indian Fiscal Commission of 1921-22 recommended that, 
if the policy of Imperial Preference was adopted on the lines 
indicated in their Report, its application should be govern- 
ed by the following principles; — 

(a) that no preference should be granted on any article 
without the approval of the Legislature; 

(b) that no preference given in any way should diminish 
the protection required by Indian industries; 

(c) that preference given should not involve on balance 
any appreciable economic loss to India. 

On the assumption that the scheme of Imperial Preference 
is continued, would you consider the above principles ade- 
quate? If not. would you formulate a comprehensive set 
of principles that may be applicable to the circumstances 
of the present? 

Q. 60. Would you make a broad analysis of the effects of the 
preferences granted and received by India and U. K. res- 
pectively under the Indo-British Trade Agreement of 1939, 
as modified by the provisions of the General Agreement on 
Tariffs and Trade under the following heads: 

(a) Expansion of trade; 

(b) Customs revenues; 

(c) Price levels of preferred commodities? 
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Q. 61. Please attempt a similar analysis in respect of the trade 
between India on the one hand and the other Common- 
wealth countries and the British colonies on the other. 

Q. 62. In what direction and to v/hat extent do you think the pre- 
ferences on imports into India have affected the burden on 
the Indian consumer? Could you attempt a quantitative 
assessment with reference to some major preferred imports? 

Q. 63. Is it possible to make a similar estimate of the extent to 
which our exports have expanded as a result of the prefer- 
ences received by us in the U.K.. the Dominions and the 
other British territories? 

■Q. 64. Apart from the economic advantages that may be derived 
from these mutual preferences, do you think that they confer 
any bargaining strength on India vis-a-vis (a) the United 
Kingdom and other Commonwealth countries and (b) non- 
Commonwealth countries? If so, please illustrate your 
answer with some examples. 

Q. 65. (i) In the light of your replies to the above questions, would 

you formulate your views on the desirability of continuing 
the existing system of preferences between (a) India and 
the United Kingdom, (b) India and the other Dominions, 
and (c) India and the other British territories? 

(ii) If you are not in favour of continuing the existing 
system, what modifications would you suggest? 

Section G 

Treatment and obligations of protected and assisted industries. 

Q. 66. (a) Do you consider that industries receiving protection or 

assistance from Government owe a special obligation to the 
rest of the community as regards the manner in which they 
render their services? 

(b) If so, please state your views as to these obligations 
under the following heads : 

(i) price policy and price structure; 

(ii) wages and conditions of labour; 

(iii) adoption of technological improvements; 

(iv) initiation of research in the technique of production 
and distribution; 

(v) training of apprentices and Government scholars and 
stipendiaries; 

(vi) control over the distribution of the products of pro- 
tected industries in certain contingencies. 
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Q. 67. (a) Is it necessary to stipulate that no protected or assist- 
ed industry should engage in any restrictive practice in. 
respect of (i) production, (ii) distribution, or (iii) prices? 

(b) What general principles would you suggest to regulate 
the right of association or combination of the different units 
in a protected or assisted industry? 

Q. 68. Would you lay down any conditions regarding the financial 
structure of the industries receiving protection? 

Q. 69, (a) Are you satisfied with the present arrangements for the 

standardization and control of the quality of industrial pro- 
ducts? In particular, do you think that any special arrange- 
ments for the control of quality of the products of protect- 
ed and assisted industries are necessary? 

(b) If so, would you impose this duty on the protected or 
assisted industries through such special organizations as 
they may^ set up with the approval of Government or would 
you set up any special institutions outside these industries? 

(c) What in your view should be the structure and functions , 
of such organizations or institutions? Should they be pro- 
fessionally expert bodies or be composed of representatives 
of the different interests concerned? 

Q. 70. Do you think that the obligations should be embodied in 
the relevant statutes dealing with protected or assisted in- 
dustries or be left to be prescribed by the tariff -making 
machinery on an ad hoc basis, in each individual case of 
an industry seeking protection or assistance? 


Q. 71. (a) Do you consider that any special administrative 

machinery is necessary to ensure that these obligations of 
protected and assisted industries are duly discharged? If 
so, what form of administrative machinery would you 
suggest? 

(b) Or, would you prefer that this function should be en- 
trusted to a special wing of the tariff-making machinery or 
of any other existing organization? 

(c) Or, do you think that it will be necessary or desirable 
for Government to be represented on the management of 
protected or assisted industries in order to ensure that these 
obligations are carried out in the spirit in which they are 
conceived? 
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Section H 

Organisation, methods and procedure 

Q. 72. In the light of your replies do you consider that the existing 
administrative organizations will be adequate to deal with 
the problems of implementation that may arise out of Gov- 
ernment's acceptance of a comprehensive policy as regards 
(i) fiscal measures and (ii) non-hscal measuT'est^ 

Q. 73. If not, what organisational changes would you propose in the 
existing machinery of Government dealing with these subjects? 

Q. 74. (a) It has been suggested that it might be neceSwSary to set 

up one comprehensive organisation (partaking of the nature 
of a Trade and Industrial Planning Commission) subdivided 
into suitable branches to deal with the planning and execution 
of various measures, relating to (i) tariffs, (ii) other fiscal 
measures, and (iii) non-fiscal measures, etc. Do you agree 
with this view? 

(b) If so, would you indicate the type of organisational chart 
that you have in mind? 

Q. 75. (a) Alternatively, would you prefer a series of specialised 

organisations dealing with these particular subjects? 

(b) If so, how would you correlate the functions of these 
administrative organisations? 

Q. 76. As a further alternative would you favour only one Technical 
Organisation dealing with Tariffs, leaving the other subjects 
to be dealt with by the different Ministries concerned more 
or less in the manner followed at present? 

Q. 77. Whatever may be the structure of the planning and coordinat- 
ing machinery that you may favour, do you agree that a 
specialised organisation for tariff' purposes is essential to the 
implementation of a scientific tariff policy? 

Q. 78. If so, would you agree with the recommendations of the 
Indian Fiscal Commission of 1921-22 that the Tariff Board or 
the Tariff: Commission should be — 

(i) a permanent body of high standing. 

(ii) consisting of members who are of high ability, integrity 
and impartiality — preferably with a knowledge of 
economics and a practical acquaintance with business 
affairs? (Paras. 302, 309— Chapter XVII.) 

H&ve you got any other views on the status and structure of 
an appropriate Tariff Board or Commission? 

19MfoC 
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Q. 79. What in your view, are the appropriate functions of a Tariff 
Board? Do you agree with the recommendations of the Indian 
Fiscal Commission of 1921-22 on this subject? (Para. 306, 
Chapter XVII.) 

Q. 80. Do you consider that the existing functions of the present 
Indian Tariff Board as laid down in the Government of India 
Resolutions of November 3, 1945, November 26, 1947 and 
August 6, 1948 (summarised in the note to Section B) are 
adequate? If not, what changes would you suggest? 

Q. 81. (a) Do you consider that the present structure and organisa- 

tion of the Tariff Board are adequate for the discharge of the 
duties entrusted to it? 

(b) If not, what structural or organisational changes would 
you propose? 

Q. 82. Do you think that the present procedure under which an 
industry’s fitness for protection is considered only on applica- 
tion by that industry is sound? If not, how would you like it 
to be modified? 

Q. 83. In any case, should the present procedure be modified so far 
as small and unorganised industries are concerned? If so, in 
what direction? 

Q. 84. Where the procedure provides for an application for protec- 
tion, should the application be addressed to Government or 
to the Tariff Board? 

Q. 85. What modifications would you suggest in the present proce- 
dure to make it more expeditious? 

Q. 86. Have you any improvements to suggest in the Tariff Board’s 
present working methods (including the procedure for public 
hearings)? 

Q. 87. Do you consider that the Tariff Board’s recommendations- 
should normally be accepted by Government implement- 
ed by it? 

Q. 88. (a) Having regard to the nature of the duties and functions 

entrusted to the Tariff* Board, do you consider that it should 
be placed on a statutory basis? 

(b) If so, should the statute lay down only the composition 
and functions of the Tariff Board or also include the general 
principles governing tariff policy, the general p>rf)cedure to 
be followed in tariff enquiries and the manner of enforce-- 
ment of the obligations of protected or assisted industries? 
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(c) To what extent would such statutory provisions militate 
against tlexibility? How could the possible risk of rigidity 
in procedure and administration implicit in statutory provi- 
sions, be either eliminated or reduced? 


Questionnaire 

PART II 

Fiscal Policy in relation to Havana Charter on Trade and Employ- 
ment and the General Agreement on Tariffs and Trade. 

I Tow'ards the end of 1945, the United States Government circula- 
rised tor consideration by the peoples of the world a document called 
Proposals for Expansion of World Trade and Employment". Inter- 
national economic co-operation which had, by then, already taken 
some concrete form in the establishment of such international bodies 
as the Food and Agriculture Organisation (F.A.O.), the International 
Monetary Fund (I.M.F.), and the International Bank for Reconstruc- 
tion and Development (I.B.R.D.) was sought to be reinfoi’ced by 
furlher measures dealing w'ith trade barriers and di.scriminations. 
The proposals contained a strong plea for a concerted effort to 
release trade from the various restrictions imposed on rt during the 
inter-w’ar years with a view to securing the expansion of tvorld tr’ade 
on a multi-lateral basis and through it increased employment all over 
the world. Since this objective required that national policies in 
respect of International Trade and Employment should be in line 
with each other, it w'as proposed that an Intermational Trade Organi- 
zation (I.T.O.) should be set up, through which member nations could 
promote national and international action to fulfil this pur-pose. 

2. Following the Proposals of the U. S. Government, conferences 
on trade and employment at international level w^ere held in London, 
Geneva and Havana between 1946 and 1948, and the deliberations of 
these conferences resulted in the following tw-o documents:— 

(1) General Agreement on Tariffs and Trade (with a Protocol 

of Provisional Application); and 

(2) the Havana Chai-ter for- an International Trade Organisation. 

3. G.A.T.T. — Following the lead given by the U. S. Government 

negotiations w^ere initiated at Geneva on April 10. 1947. by 23 

countries (including India) sharing among them approximately 70 
per cent, of the export and import trade of the wmrld for substantial 
reduction of tariffs and other trade barriers and elimination of prefer 
ences on a reciprocal and mutually advantageous basis. These nego- 
tiations which ended on October 30, 1947, resulted in the framing of 
the General Agreement on Tariffs and Trade. 
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4. The text of the Agreement consists of three parts: 

Part I provides for general most-favoured-nation treatme^nt, and 
deals with tariff concessions set forth in the schedules 
to the Agreemeiit; Part II reproduces such commercial 
policy provisions of the Draft Charter adopted at Geneva 
as are necessary to safeguard the value of the taiift 
concessions; and Part III deals with territorial applica- 
tion, customs unions, and matters peculiar to the Agree- 
ment itself such as acceptance, modifications, amend- 
ment and accession. 

5. So far as India is concerned, negotiations were conducted with 
15 countries, and the concessions exchanged took the form of reduc- 
tion in customs duties, reduction in preferential margins and binding 
of existing tariff treatment against future increase. They covered 
12 items of export from India and 13 items of import into India. In 
offering concessions India adhered to three main principles:— 

(1) Concessions are to be demonstrably in the interest of 

national economy, or, at least not injurious to it. 

(2) They should not relate to products which are protected or 

which might claim protection during the next three 


years. 

(3) They should not result in excessive loss of revenue. 

6 Some of the provisions of the Agreement were initially un- 
■cltablc to India Those were subsequently modified. As a resu t 
: ain dcviat.ons tvom the prmciples of most-favoured-nat.on Ireal- 
ienl are now permissible so that India can maintain her prestn 
anctions against South Africa, and India and Pakistan can giant 
oncess.ons to each other without extending them to "‘hef 
■iwnii-qrlv although import restrictions can be used loi protective 
iu^oses onlv with the prior approval of the contracting parties o 
Z it has been provided that such approval m l be auto- 

naticallv given whenever the restrictions are designed to P^ect 
miu'tries established during the period from 1st January 1939 to 
>4th March 1948 or are found to be necessary to protect Industrie, 
mgaged in the processing of domestic raw material or of the y 
Products of domestic industries.' Besides, permission has also been 
given to the use of quantitative restrictions on balance oi payment 

grounds. 

The Proloeol of Provisional Application was signed on behalf of 
Indl on the 8lh June 1948, and the Agreement came into eflect provi- 
sionally 30 days after, on the 9th July 1948. 

The Agreement is open to revision or termination after the end of 

December 1950. 



401 


7. Havana Charter. — The Havana Charter was signed at Havana 
on the 24th March 1948 by 53 nations. It is a document which pres- 
cribes a code of behaviour in international trading relations and 
provides for the formation of an International Trade Organisation 
(I.T.O.) as a new specialised, agency of the United Nations. The aims 
of the Organization are to promote the expansion of international 
trade by fostering the increase of production and employment, and 
by encouraging the economic development of the backward areas. It 
sels forth a series of international commitments with respect to 
national economic policies regarding tariffs, trading restrictions, 
quotas, exchange control, preferences. State trading, subsidies, cartels, 
inter-governmental commodity agreements, the international aspects 
of domestic employment policies, economic development and inter- 
national investments. 

The relation between GATT and the Charter is simply described. 
While tlie GATT is specific, the Charter is general, and the GATT 
is in a sense subsumed by the Charter, as the negotiations leading to 
the General Agreement are deemed to be in pursuance of the 
Commercial Policy (Article 17) embodied in Uie Havana Charter. 
When the Charter comes into force, it will supeisede Article 1 and 
Part II of the General Agreement. 

8. The Charter consists of 9 chapters (106 articles) which set out the 
specific obligations and immunities of a membei’ in respect of inter- 
national trade and tariff and other associated matters (such as pro- 
duction and employment). 

It provides for, and facilitates, international investment for econo- 
mic development and reconstruction, permitting at the same time 
such safeguards as may be necessary to ensure that foreign invest- 
ment docs not lead to interference with internal affairs or national 
policies. 

It recognises the need for Government assistance to economic 
development and reconstruction in the form of protective measures; 
and while discouraging unwise use of such measures, permits its 
application, in certain cases, by negotiations with members affected, 
and, in others, with the prior approval of the I.T.O. This approval, 
however, is made automatic in respect of certain specified industries 
such as those which were established between January 1, 1939, and 
the date of the Charter, or those which are devoted to the processing 
of indigenous primary commodities. 

The Charter further recognises that special circumstances may 
justify new preferential agreements between two or more members. 
Such proposals need LT.O’s approval by a 2/3rds majority (of the 
members present and voting). Approval, however, is made automatic 
if the proposed preferential agreement fulfils certain stated criteria 


402 


or conditions, such as, contiguity of the contracting parties or their 
belonging to the same economic region, or the assurance of a sound 
and adequate market. 

The Charter lays down a Commercial Policy covering questions of 
tariffs and preferences. It deals inter alia with the application of 
general most-favoured-nation treatment, reduction of tariffs and 
elimination of preferences, as well as quantitative restrictions. The 
basic rule on quantitative restrictions is that they are prohibited. But 
there are specific exceptions relating to (1) the preventing or reliev- 
ing of critical shortages of foodstuffs, (2) internal control schemes to 
safeguard agriculture and fishery products and (3) balance of pay- 
ment difficulty. Quantitative restrictions when allowed, are to be 
used in all general cases in a non-discriminatory manner. 

9. The structure of the I.T.O. consists of a Conference which is to 
meet once a year, an Executive Board and a Secretariat. The 
Executive Board is to consist of 18 members selected every three years 
by the Conference. There will be eight permanent seats on the Board 
to be held by eight States ‘of chief economic importance’. Seven of 
these permanent seats in the first Board have been assigned to the 
United States of America, Britain, Canada, France, Benelux, China 
and India; the eighth has been reserved for the U.S.S.R. should that 
country eventually wish to join. The ten non-permanent seats are 
to be filled by election from among the other member States. 

Besides, the I.T.O. will have the assistance of some Commissions, 
which are to be composed of experts, w^ho will advise the Conference 
and the Board and will also conduct studies in international trade and 
commercial policy.] 

Q. 89. Do you approve of the basic purpose and objectives under- 
lying the Havana Charter on Trade and Employment? 

Q. 90. Do you consider that the provisions and safeguards laid down 
in the Charter for the economic development and reconstruc- 
tion of backward and under-developed countries are adequate 
for the requirements of India? 

Q. 91. If not, to what extent, do you think these provisions and 
safeguards fall short of India’s minimum requirements? Please 
illustrate your reply with facts drawn from your knowledge 
or experience. 

Q. 92, In particular, do you consider that the terms and conditions 
proposed in the Charter for (a) the continued ernployment of 
existing foreign capital and (b) new foreign investment, are 
broadly in conformity with the requirements of India? 
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Q. 93. Are you in agreement with the broad lines of the commercial 
policy as set out in Chapter IV of the Havana Charter? 

Q. 94. If not, would you elaborate your objections to those Articles 
of the Havana Charter bearing on commercial policy, which 
you consider detrimental to the interests of our industry? Do 
your objections relate to the short or the long period or to 
both? 


Q. 95. Do you anticipate any injurious effects on our trade and 
industry on account of our acceptance of the obligations of the 
Charter (i) in the short period, and (ii) in the long run? 

Q. 96. On a careful balancing of pros and cons, do you approve of 
India’s adherence to the Havana Charter and her consequent 
participation in the proposed International Trade Organiza- 
tion? 


•Q. 97. If not, what would be the broad lines of commercial policy 
that you would advocate for India; and in particular the fiscal 
measures that you would recommend for Government’s 
acceptance? 

•Q. 98. If you agree that India should adhere to the Charter and join 
the International Trade Organization, have you any views to 
express on (a) the structure and functions of the International 
Trade Organization, (b) the procedure laid down for its work- 
ing, and (c) India’s position and status in the International 
Trade Organization? 

‘Q. 99. Do you agree with the main principles underlying the General 
Agreement on Tariffs and Trade as laid down in Part I and 
Part II of the Agreement? If not, please detail your objections 
under specific heads. 

<Q. 100. Have you any comments to make on— 

(a) the concessions granted by us to other countiies in res- 
pect of imports into this country; and 

(b) the concessions received by us in respect of our exports 
abroad? 


■Q. 101. On a careful examination of these reciprocal concessions do 
you consider that the provisions of the General Agreement on 
Tariffs and Trade have been, on balance, in the interests of 
India? If not, to what extent do you think these provisions 
have been at fault from India’s point of view? 


* Details of the rooiproeal concessions ace fn ly set out m th Memo, audum on 
Oenoral AgCeemont on Tariffs and Trade i.ssued by the Mmist, v of .o 

1948. 


Donimei’po ill 


July 
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Q. 102. Have you any comments to make on the actual working of 
the tariff concessions granted by India to other countries since 
July 1948? 

Q. 103. Have you any reasons to think that the provisions of the 
General Agreement on Tariffs and Trade are not being 
worked by other contracting countries in the spirit in which 
they were conceived? If so, please illustrate your reply with 
examples drawn from your knowledge or experience. 

Q. 104. Other things being equal, would you or would you not favour 
the continuance of the tariff concessions granted bv India to 
other countries beyond January 1, 1951? 
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APPENDIX II 

List of Witnbsses examined by the Commission 


Place 

Date 

Witnesses examined 

Bombay 

10-1M94‘> 

and 

12-1 1-] 1)49 

1. Covornor and officers of t lie Kos‘)r\ e Bank ol India 

2. President ami Members ol the Indian Tariff 

Board 

B<i naras 

2M I -I1M9 

R < ' p re sent at ivr s of J > a no) rt a—- 



a. Hosiery Industry 

4, Silk Industry 

5. Cold Turoad Industry 

0. Brasswari' Industry 

7. Pro.srvrvaal Pruit-s lndustr\ and 

S. Ivural (’ottagr' !nduslry| 

Lucknow 

2;M M9I9 
ami 

24 1 M 919 

1 

9. K,(*pr(^sentat.ives of (lie Covern merit ol { . V . 

10. ITon'ble the Chief Minister of C, P. 

11. Bepresental ives of 1 he Indian National Sugar 

Workers’ Federation 

12. Prof. (bulhakarnarMukerjee and Menibms ol the 

Staff of the Department of EcojiomicSp 

I Aieknow U Jii versi t y 

Kanpy r 

25-11-1910 

Rejtresenlalirf.s o/^- - 


[ 

IM. 'Idle tipper India ( 'haml>er ol ( 'ommen e 

14. Tlie U. P. Cham))er of Conum^rae 

15. The All-India Federation of Cyek' Trader^ 


i 20-11-1949 

I 10. Director of Indian Institute ol Smtar 1 echnofjgy 

1 17. Chairman, Joint SuLUir Commission, 1. P. iD\d 

j Bihar 


i 

1 

RefO'csentat iers of ■ 


1 

i 

1 

i 

1 

1 

; 18. ddio Indian Sugar Syndicalo 

1 19. The Merchants’ Chamber ot U. P. 

■ 20. The Sugar Alerchants’ Associat ion 

1 21. ( 5 uie Comniissioner, F. P. 

1 

CalcnUa 

19 12-1949 

! 22, B.epresentati\ cs of 1 lie Calcut ta Stock Exchange 

29* Bengal National Cbainbcjmef (Airuniercti 

04, Prof. D. Oho.sh an<l Members of the Staff, Depart- 

1 *" nient of FA*ononii(‘S, Cnivorsity (>f t 'aicvitta 


1 20-12-1949 

1 

1 R (‘pretie )ti a lives of — 


2*^. Associated (■liCnd>cT' ul ('Oininen c 

1 20. Tho Bengal Chamber oi Cornmerce 

i ^7 The Bharat Chnml^er of (1onnvier(*e 

j 28*. 1’lie Ilindusihaiv Chamber of Commerc e 
:!l-i2-iat!> j '^a- Shri Biro.! M..kh..i'jeo, St.vl ( 'orporal of 

I :!0. TVatoiiji Giiiwulrt, 12, Missum How, 

J ('‘alcutta 



4(H) 


Place 

Date 

Wdt noshes B x a m iiied 

Calcntta — contd 

1 


MepreseH fat ires of- ■ 

91. 4die" IiKlian Miniiig Assoc iation 

92. 44io Indian (Jliainber of (jiarnrnereo 

1 

22-12-1941) 

99. ( 'oal ( 'onitnissionor 



lxe})‘re.'<cida/?f(\s oj — 

94. 'I'lio Indian 'I’c'a Association 

95. 'the Indian Sugar Mills’ Associat ion 

9(). 4’he Indian .Miiminiuin Co.. Ltd. 

97. 'I’lic Be?)gal Pliarinacanit ical As'^cx’iat ion 


2312-UUl* 

98. Sir Edwaf'd Bonthal, Bird A (>>., Calcntla 

99. Ivopro.sontat i\'c*.s of tlie Iixlian Jnte Mills As.so- 

ciation, 

40. IIon’l)le the Cliiof INTinisIcr of West Bengal ancl 

other M inisters. 

41. ll<'pro.senta.t i\ <‘S of tho ( lo\orninont of West 

Bengjd. 


24 12 1949 

42. K >prtvsontat.i\'os of t ho (1 )\'’ 0 (’nnioat of JBihar 

49. Shri C.S. !-var»ga,swaani, Editor, '“Indial 

I’dnance ” 


2(). 12- 1949 

i 

1 

1 

1 

j Itv jircse )il a! 1 vf \\ of- 

; 44. 'Tho Indian Paper Mills’ As.sociat ion 

j 4,5. 'Thc' Coverinnenl of .'V.s.sani 

j 4t). 'The Ahuninium Corponition of India Ltd. 

1 17. Shri A. ILiniJjswaini Mndaliar, Kil|>auk, Madras 

M. adra-^ 

1 (>-1-1999 

1 If (’ j > rese. 1 1 (at im:. S' of 


1 

i 

! 

1 

1 

j 4S. ’('lio Madras ( 'haniber (>f Coimnerce 

49. d’ho Andhi'a (diarnbcr of Coniinorce 
; 50, 4'h<‘ 'rarnil Chaml)er of ( 5)n\ni('rco 

j 51. 'The llindusthai) ( 'haniber of Coniiiiorco 

i 52. Prof. It. Balakrishna and MdmlxTS of the Stafl ol 

1 the 1 )e])arl rnent of Ei'onornics. University of 

Madras 


1 7-1-1950 

j 

1 

1 

1 

1 

1 

j 

1 S- 1-1950 

59. H(‘prosentatives of the (dov'erninent of Madras 

54. llon'blo tho Chief Minister of Madras and other 

Ministers 

55. Tho Southern India Chatnber of Coniinorce 

5f). 'The Muslim Charnbor of (Jonimorco 

57. 'The South India Millownors’ A.ssociation 

58. Shri A. C. Sampath Ayyangar, 2 \dvisor, Indian 

( Uiarnbor of (toniinorc.' 

59. Shri. C. IL Karnaswami Ayyar, Toynampot, 


MrtdiviH 

Oo. Dr. P. 8. Lokariathaii, Socrotary, E.C.A.F.E., 


Bangkok 

dl. Shri C-.K. Sriiiivasaii, I^^.ditor, ‘\Svvadoshrnitran ’’ 
Mad ran 


I'laco 

r)ato 

VVOiaiossos 1‘] X ainiiK*' 1 

Bangalore 

9-1-1950 

02. Sbri Naivaral.iia llama Ivao, Baniialoro 

03. lloprosontal iv(^s ot tlit' Mysoro (2luiml)ar of (. oui- 


10-1-1950 

04. Shri M. A. SriiiiviiSf^an. ' plaiul.s ", Bati^aloro 

(2aiitt. 

05. Hoi>r(*s<*»if fit 1 VOS oi t lio t OfvaM'niiKuit <>1 ^Ivsoro 
00. lTo!ri»l<' MiiOstors of tlio My.son' ( Oo onimonb 

Ernahdom 

12-1 -1950 

Be presenla f iver! oj 



()7. 'Tlio Alloi^py < 3)a,inl>or of ('ommor-M 

OS. ’'1410 huliaii ( 'h<uiil)or of Boninioixu), (Jocliiiv 

0!). 4’ho (’oohiii ( liambor of (5inTmorco. 

Nagpur 

21-M950 

Re present a 1 ires of — 


1 

70. 'Tlio ( 1*. <V Boimi* Millowiuirs' .Vssoriiitioii 

71. 'riioB. 15 Borar ( Miambia’ <>r < oinrniM’cu^ 

\ 

22-1-1950 

72. Kopivsiaitat iv(vs of tbo Bovonimoiii of .MaOhya 

Pradesh , i. . i 

73. Hon'blo tho ChicO- Miiiistor ot MaOliy.i 1 iM.lodi 

iiml other Ministers. 

Ahmed abad ! 

28-1-1950 j 

Re iiresenlal ires of — 

t 

I 

74. 44i(> Ahmoda-bad Millownois’ Assoeiiit »oii 

75. 44 lo Ahinodiibad 4\'Xtilo Labour Union 


29-1 1950 

70. Shri B. K. Ma/umdar, Atul I’roduets Ltd. 



]!ef)re.senf.atires of - 



1 77. 4'lio Uodonilion of Ba.roda Mills .V Industries 

7S 44ie Stoek an<l Slairo Brokers Asso'*ia.tion 

79*. 'rho Alumulabad Mill Stores M(>re.ba.nts Assoeia- 
tion 

Bean hail 

31 1-1950 

Re f erese nlal eves of — 



SO. 44ie Bonibiiy CUiaiuber of Coinuieree 

8 1 . 4'he Bom bay M illownors' A .ssociatioi i 

sa Mr 44 14 Ihirat, Textile (A>imniS8ioner 

S3 Prof. C. N. Vakil and Members ot the Stalf of the 
Dopartinoiit, ol' Kc<.>iiomii-s, ITiiivorsity ol 

Buml>ay 


1-2-1950 

Rep rese n lai ives of — 


1 

84. 4Tie Indian Banks’ Association 

85. All-India Maniifaeturors’ Organr/at ion 
sis! Shri ChuHilul B. Mohtfi, ryi, B.i<|g.i Hwv 

87. Shri K. Nivnnbhoy, Consultant- in Industrial Mana- 
geinent and Cost 


Place 

Date j 

i 

Witnesses E xai n i n ed 

Bombay— 

contd. 

■2-2-1950 1 

Repre.sen lalives of — 

88. Indian Merchants' Chamber 

89. The Indian Xat-ionaJ Steamship Owners’ Associa- 

tion, 

90. Prof. T).R. Gadgi), Gokhalo Institute of Ec'ononiictf' 

a! id Political S<*ionc(’, Poona 

91. Shri Mann 8iibodar, Kodak Ifouse, Tfornby Road 

1 

1 


Re}m\^entative.s of — 

92. The Maharashtra Cbainbor of Commerce 

9IC The Native Share and Stock Excdianpe Associa- 
tion, B^imbay 

94. Sliri A. i). Shroff, Tata Indnstrie.s Ltd, 

95. Sliri Pnriishottam Das Tbakurdas, Ne.vsiiri 

Chambers, Ontra.m Hoad 


4 2 lOeO 

90. ib>pr<»sonta.ti\'o of t lie Indian Roads and 4'ra,nspoiT 

J )evel<»f)nuwil .A.K-sociation 



97. Shri ,1. J. Ka)>adia, llony. Se(M\>tary, Tlie Bombay 

Shareholders’ .Association . 

98. Shri R. (\ Cooper, Incorporated Accountant 

99. Shri .Asoka Mehta and Shri Robit Dave, Repre*- 
sentafives of tlie Socialist Party and the Hind 

M a, /door Seblia 


") 2-i9r)(> 

: 

RMt Hon’t)l(' 1 h(‘ Mimstm’ for Indnstrii's, (Jovern- 

mmit of Sanrashfra. 


«)-2-i9r)<j 

i ! 

i ! 

1 

1(H. R(‘pi\>.sentat 1 ves of t lu‘ ( !o\ <a’nineut of Bomliny 
192. llon'ble the ('hief Minister and other Alinistivr.s o 
the Govornmont. of Bombay. 

105. Shri S. K. Patil, Mayor of Boml.uu 

M)4. Hepresent ativos of the Indian Life Ohices’ Asso- 
cia.tion and Insnram'O (’om panic's’ Associat ion 

New Delhi 


R c presruht t / rc.v of - 


i 

i 

1 

j 195. 'I’he Indian Cliemictd Mann fad iin^rs’ Assoiiia- 

I t ion 

199. The Indian Mining .Association 
i 107. The Indian Natiomd Trade Union Congress 

1 198. l*rof. V.K.R.A". Rao and Members of the stall o 

1 the Ecotioniic Departnamf, University ol Delhi 

1 


1 2 P 2- 1950 

i 

Re pre.sr)) tativvK of 


j 

1 

t 

lOfh 'The <Jovernment of the Punjab (1) 

11 9. 'Ihe Central Electricity Commission 

III. The Ministry of Einamai 


j 22-2-1950 

1 

112. Shri Ramnath, Industrial Fimvnee (airporation 

of India. 

113. Shri Sri Ram, 2, (kirzon Road, New Delhi. 


i 

R e premntatwei^ of — 


I 

i 

1 14. 'i'he Railway Board 

115. The Mini.stry of Industry and vSufiply 


Pla*e 


Date 


\V itiiesrtes E x. ami iiod 


New Delhi — j 1 


24-2-li)r>(> 


25 2-1950 


27- 2-1950 

28- 2-1950 


) M>. 
117. 
I IS. 

I 19. 


1 20 . 
121 . 
122. 

12:;. 
124. 
I 20. 

1 20 . 


127. 

12S. 


I!{‘ pre-senkil ivei> of 

llio Indian ('y«‘le Mantda.ct urorh' Associal ion 
4’ho Piinjal) ( 'liainl)or of ( ’oinnier't-o 
Shri (1.1). liir.la Hotis<*, .\ 1I)0' j'lon-iuo ll 

New Dolin'. 

l\<*pre.senta< ivos ol' 1 lie .Ministry <>f ( 'oninioreo 
Ik'lifcsr italiees of -- 

4’!h: IndiiUl Eonncil ol ,ALn-irn!( oral l\r,se.iroh 
44u' M inist ry of Agricnlt nn 

'The Geol<»”i<*id Snrvt'V and Enrean dI Minos 

Shri ( D. De.slnriukh 

Dr. Gyan ('hand, ( abinid SeotolariiU 

Dr. L. ('. Wnniian, Indian St;i,ndar>l Instil nto 

Pve|K’o,sen(.at.ive.> ortho Federal ion ol' I'ldian 
Ghamb.'rs of ( 'oininerer and I ndusf ry 


llojiresentat ivott ol thi' 
Frol. d. H. 1 fioks, 

Mrs. Ursiilri Micks, / 


Ministry of l.iabour 
(OKt'ord Univtisily) 



APPENDIX III 


Government of India Resolution on Industrial Policy dated the 

6th April 1948 

No. I(3)-44(13)/48. — The Government of India have given careful 
thought to the economic problems facing the country. The nation has 
now set itself to establish a social order where justice and equality 
of opportunity shall be secured to all the people. The immediate 
objective is to provide educational facilities and health services on a 
much wider scale, and to promote a rapid rise in the standard of living 
of the people by exploiting the latent resources of the country, 
increasing production and offering opportunities to all for employ- 
ment in the service of the community. For this purpose, careful 
planning and integrated effort over the whole field of national activity 
are necessary; and the Government of India propose to establish a 
National Planning Commission to formulate programmes of develop- 
ment and to secure their execution. The present statement, however, 
confines itself to Government’s policy in the industrial field. 

2. Any improvement in the economic conditions of the country 
postulates an increase in national wealth : a mere redistribution of 
existing wealth would make no essential difference to the people and 
would merely mean the distribution of poverty. A dynamic national 
policy must, therefore, be directed to a continuous increase in pro- 
duction by all possible means, side by side with measures to 
secure its equitable distribution. In the present state of the nation’s 
economy, when the mass of the people are below the subsistence level, 
the emphasis should be on the expansion of production, both agricul- 
tural and industrial; and in particular on the production of capital 
equipment, of goods satisfying the basic needs of the people, and of 
commodities the export of which will increase earnings of foreign 
exchange. 

3. The problem of State participation in Industry and the condi- 
tions in which private enterprise should be allowed to operate 
must be judged in this context. There can be no doubt that the 
State must play a progressively active role in the development of 
industries, but ability to achieve the main objectives should deter- 
mine the immediate extent of State responsibility and the limits to 
private enterprise. Under present conditions, the mechanism and 
the resources of the State may not permit it to function forthwith in 
Industry as widely as may be desirable. The Government of 
India are taking steps to remedy the situation; in particular, they 
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are considering steps to create a body of men trained in business 
methods and management. They feel, however, that for some time 
to come, the State could contribute more quickly to the increase of 
national wealth by expanding its present activities wherever it is 
already operating and by concentrating on new units of production 
in other fields, rather than on acquiring and running existing units 
Meanwhile, private enterprise, properly directed and regulated has 
a valuable role to play. ’ 


4. On these considerations the Government have decided that 
the manufacture of arms and ammunition, the production and control 
of atomic energy, and the ownership and management of railway 
transport should be the exclusive monopoly of the Central Govern- 
ment. Further, in any emergency, the Government would always 
have the power to take over any industry vital for national defence. 
In the case of the following industries, the State— which in this 
context, includes Central, Provincial and State Governments and 
other Public Authorities like Municipal Corporations — will be ex- 
clusively responsible for the establishment of new undertakings, 
except where, in the national interest, the State itself finds it 
necessary to secure the co-operation of private enterprise subject to 
such control and legulation as the Central Government may pres- 
cribe : — 


(1) Coal (the Indian Coalfields Committee’s proposals will be 

generally followed). 

(2) Iron and Steel. 

(3) Aircraft Manufacture. 

(4) Shipbuilding. 

(5) Manufacture of telephone, telegraph and wireless appara- 

tus, excluding radio receiving sets. 

(6) Mineral Oils. 


While the inherent right of the State to acquire any existing 
industrial undertaking will alw^ays remain, and will be exercised 
whenever the public interest requires it. Government have decided 
to let existing undertakings in these fields develop for a period of ten 
years, during which they will be allowed all facilities for efficient 
working and reasonable expansion. At the end of this period, the 
whole matter will be reviewed and a decision taken in the light of 
circumstances obtaining at the time. If it is decided that the Stats 
should acquire any unit, the fundamental rights guaranteed by the 
Constitution will be observed and compensation will be awarded on 
a fair and equitable basis. 

Management of State enterprise will, as a rule, be through the 
medium of public corporations under the statutory control of the 
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Central Government, who will assume such powers as may be 
necessary to ensure this. 

5. The Government of India have recently promulgated a measure 
for the control by the State of the generation and distribution of 
electric power. This industry will continue to be regulated in terms 
of this measure. 

6. The rest of the industrial field will normally be open to private 
enterprise, individual as well as co-operative. The State will also 
progressively participate in this field; nor will it hesitate to inter- 
vene whenever the progress of an industry under private enterprise 
is unsatisfactory. The Central Government have already embarked 
on enterprises like large river-valley developments, which are multi- 
purpose projects of great magnitude, involving extensive genera- 
tion of hydro-electric power and irrigation on a vast scale, and are 
calculated in a comparatively short time to change the entire face 
of large areas in this country. Projects like the Damodar Valley 
Scheme, the Kosi Reservoir, the Hirakud Dam, etc., are in a class 
by themselves and can stand comparison with any of the major 
schemes in America or elsewhere. The Central Government have 
also undertaken the production of fertilizer on a very large scale 
and have in view other enterprises like the manufacture 
of essential drugs, and of synthetic oil from coal: many Provincial 
and State Governments are also proceeding on similar lines. 

7. There are certain basic industries of importance, apart from 
those mentioned in paragraph 4, the planning and regulation of which 
by the Central Government is necessary in the national interest. The 
following industries whose location must be governed by economic 
factors of all-India import, or which require considerable investment 
or a high degree of technical skill, will be the subject of Central 
regulation and control ; — 

(1) Salt. 

(2) Automobiles and tractors. 

(3) Prime Movers. 

(4) Electric Engineering. 

(5) Other heavy machinery. 

<6) Machine tools. 

<7) Heavy chemicals, fertilizers and pharmaceuticals and 
drugs. 

(8) Electro-chemical industries. 

O) Non-ferrous metals. 

(10) Rubber Manufactures. 

(11) Power and industrial alcohol. 

(12) Cotton and woollen textiles. 
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(13) Cement. 

(14) Sugar. 

(15) Paper and newsprint. 

(16) Air and Sea Transport. 

(17) Minerals. 

(18) Industries related to defence. 

The above list cannot obviously be of an exhaustive nature. The 
Government of India, while retaining the ultimate direction over 
this field of industry, will consult the Governments of the Provinces 
and States at all stages and fully associate them in the formulation 
and execution of plans. Besides these Governments, representa- 
tives of Industry and Labour will also be associated with the Central 
Government in the Industrial Advisory Council and other bodies 
which they propose to establish, as recommended by the Industries 
Conference. 

8. Cottage and small-scale industries have a very important role 
in the national economy, offering as they do scope for individual, 
village or cooperative enterprise, and means for the rehabilitation 
of displaced persons. These industries are particularly suited for the 
better utilisation of local resources and for the achiev’ement of local 
self-sufficiency in respect of certain types of essential consumer 
goods like food, cloth and agricultural implements. The healthy 
expansion of cottage and small-scale industries deptmds upon a 
number of factors like the provision of raw materials, cheap power, 
technical advice, organised marketing of their produce, and, where 
necessary, safeguards against intensive competition by large-scale 
manufacture, as well as on the education of the worker in the use 
of the best available technique. Most of these fall in the Provincial 
sphere and are receiving the attention of the Governments of the 
Provinces and the States. The Resolution of the Industries Confe- 
rence has requested the Central Government to investigate how far 
and in what manner these industries can be co-ordinated and integi at- 
ed with large scale industries. The Government of India accept this 
recommendation. It will be examined, for example, how the textile 
mill industry can be made complementary to, rather than competi- 
tive with the handloom industry, which is the country's largest and 
best organised cottage industry. In certain other lines of produc- 
tion, like agricultural implements, textile accessories, and parts of 
machine tools, it should be possible to produce components on a 
cottage industry scale and assemble these into their final product at 
a factory. It will also be investigated how far industries at present 
highly centralised could be decentralised with advantage. 

The Resolution of the Industries Conference has recommended 
that Government should establish a Cottage Industries Board for the 
19M ofC 
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fostering of small scale industries. The Government of India accept 
this recommendation and propose to create suitable machinery to 
implement it, A Cottage and Small-scale Industries Directorate 
will also be set up within the Directorate General of Industries and 
Supplies. 

One of the main objectives will be to give a distinctly co-operative 
bias to this field of industry. During and before the last war, even 
a predominantly agricultural country like China showed what could 
be done in this respect, and her mobile industrial co-operative units 
were of outstanding assistance in her struggle against Japan. The 
present international situation is likely to lessen to a marked degree 
our chances of getting capital goods for large-scale industi\y, and 
the leeway must be made up by having recour.se to small-size 
industrial co-operatives throughout the country. 

9. The Government, however, recognise that their objective, viz., 
securing the maximum increase in production, will not be realised 
merely by prescribing the respective spheres of the State and of 
private enterprise in Industry : it is equally essential to ensure the 
fullest co-operation between labour and management and the main- 
tenance of stable and friendly relations between them. A Resolution 
on this subject was unanimously passed by the Industries Confer- 
ence which was held in December last. Amongst other things, the 
Resolution states : — 


‘‘ The system of remuneration to capital as well as 

labour must be' so devised that, while in the interests of the 
consumers and the primary producers, excessive prolits should 
be prevented by suitable methods of taxation and otherwise, 
both will share the product of their common effort, after 
making provision for payment of fair wages to labour, a fair 
return on capital employed in the industry and reasonable 
reserves for the maintenance and expansion of the under- 
taking.” 

Government accept this Resolution. They also consider that labour’s 
share of the piofits should be on a sliding scale normally varying 
with production. They propose, in addition to the over-all regula- 
tion of industry by the State, to establish machinery for advising 
on fair wages, fair remuneration for capital, and conditions of 
labour. They will also take steps to associate labour in all matters 
concerning industrial production. 

The machinery which Government propose to set up will func- 
tion at different levels, central, regional and unit. At the Centre, 
there will be a Central Advisory Council, which will cover the entire 
field of industry, and will have under it Committees for each major 
industry. These Committees may, be split up into sub-committees 
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dealing with specific questions relating to the industry, e.g. produc- 
tion, industrial relations, wage fixation, and distribution of profits. 
The regional machinery under the Provincial Governments will be 
Provincial Advisory Boards which, like the Central Advisory 
Council, will cover the entire field of industry within the province: 
they will have under them Provincial Committees for each major 
industry. The Provincial Committees may also be split up into 
various sub-committees dealing with specific questions relating to 
production, wage fixation and industrial lelations. Below the Pro- 
vincial Committees will come the Works Committees and the 
Production Committees attached to each major industrial establish- 
ment. 

The Works Committees and the Production Committees will be 
bi-partite in character, consisting of representatives of employers and 
workers only, in equal numbers. All other Committees will be tri- 
partite, with representatives of Government, employers and workers. 

Government hope that the machinery proposed will substantially 
reduce the volume of industrial disputes. In the case of unresolved 
conflicts, Government trust that management and labour will, in 
their own interests and in the larger interests of tlie country, agree 
to settle them tlirough recognised channels of conci liation and 
arbitration, which will be provided by Government. The Industiiaf 
Relations Machinery, both at the Centre and in the Provinces, is 
being strengthened, and permanent Industrial Tribunals are being 
established for dealing with major disputes. 

The Government of India are also taking special steps to improve 
industrial housing as quickly as possible. A scheme for the construc- 
tion of one million workers’ houses in ten years is under contempla- 
tion, and a Housing Board is being constituted for this purpose. The 
cost will be shared in suitable proportions between Government, 
employers and labour, the share of labour being recoveied in the 
form of a reasonable rent. 

In order to ensure quick decisions on the various rnattcis arising 
out of the Industrial Truce Resolution, Government are appointing 
a special officer. 

10. The Government of India agree with the view of the Indus- 
tries Conference that, while it should be recognised that participa- 
tion of foreign capital and enterprise, particularly as regards 
industrial technique and knowledge, will be of value to the rapid 
industrialisation of the country, it is necessary that the conditions 
under which they may participate in Indian industry should be 
carefully regulated in the national interest. Suitable legislation will 
be introduced for this purpose. Such legislation will provide for the 
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scrutiny and approval by the Central Government of every indivi- 
dual case of participation of foreign capital and management in 
industry. It will provide that, as a rule, the major interest in 
ownership, and effective control, should always be in Indian hands, 
but power will be taken to deal with exceptional cases in a manner 
calculated to serve the national interest. In all cases, however, the 
training of suitable Indian personnel for the purpose of eventually 
replacing foreign experts will be insisted upon. 


11. The Government of India are fully alive to their direct respon- 
sibility for the development of those industries which they have 
found necessary to reserve exclusively for State enterprise. They 
are equally ready to extend their assistance to private or co-operative 
enterprise in the rest of the industrial field, and in particular, by 
removing transport difficulties and by facilitating the import o 
essential raw materials to the maximum possible extent. The tariff 
policy of Government will be designed to prevent unfair foreign 
competition and to promote the utilisation of India s resources w’it i- 
out imposing unjustifiable burdens on the consumer. The system 
of taxation will be reviewed and readjusted where necessary to 
encourage saving and productive investment and to prevent undue 
concentration of wealth in a small .section of the population. 


12. The Government of India hope that this elucidation of their 
intentions on fundamental aspects of industrial policy will remove 
all misapprehensions, and they are confident that a joint and inten- 
sive effOTt will now be made by labour, capital and the general 
public, which will pave the way for the rapid industrialisation of 

the country. 



APPENDIX IV 


Statement made by the Prime Minister in the Constituent Assembly 
OF India (Legislative) on 6th April, 1949. 

The policy as regards participation of foreign capital has already 
been announced in broad terms in Government's resolution of the 
6 th April 1948. The stress on the need to regulate, in the national 
interest, the scope and manner of foreign capital arose from past 
association of foreign capital and control with foreign domination of 
the economy of the country. But circumstances today are quite 
different. The object of our regulation should therefore be the 
utilisation of foreign capital in a manner most advantageous to the 
country. Indian capital needs to be supplemented by foreign capital 
not only because our national savings will not be enough for the 
rapid development of the country on the scale we wish, but also 
because in many cases scientific, technical and industrial know- 
ledge and capital equipment can best be secured along with foreign 
capital. 


In this context, foreign investors would no doubt wish to have 
some clear indication of our policy on certain matters, like the 
repatriation of capital, the remittance ot profits, and the treairuent 
of foreign enterprise vis-a-vis Indian enterprise. 1 propose to make 
the policy of Government quite clear in this matter. 

In the first place, I would like to state that Government w’ould 
expect all undertakings, India.a or foreign, to conform to the general 
requirements of their industrial policy. As regards existing foreign 
interests, Government do not intend to place any restrictions or 
impose any conditions which are not applicable to similar Indian 
0 j^terpi’ise. Government would also so frame theii policy as to 
enable further foreign capital to be invested in India on terms and 
conditions that are mutually advantageous. 

Secondly, foreign interests wmuld be permitted to earn profits, 
subject only to regulations common to all. We do not foresee any 
difficulty in continuing the existing facilities for remittance of 
profits, and Government have no intention to place any restriction 
on withdrawal of foreign capital investments, but remittance facili- 
ties would naturally depend on foreign exchange considerations. If, 
however, any foreign concerns come to be compulsorily acquired, 
Government would provide reasonable facilities for the remittance 
of proceeds. 


417 



418 


Thirdly, if and when foreign enterprises are compulsorily 
acquired, compensation will be paid on a fair and equitable basis as 
already announced in Government’s statement of policy. 

Government have stated before that, as a rule, the major interest 
in ownership and effective control of an undertaking should be in 
Indian hands. They have also stated that power will be taken to 
deal with exceptional cases in a manner calculated to serve the 
national interest. Obviously there can be no hard and fast rule in 
this matter. Government will not object to foreign capitfal having 
control of a concern for a limited period, if it is found to be in the 
national interest and each individual case will be dealt with on its 
merits. In the matter of employment of personnel, Government 
would not object to the employment of non-Indians in posts requir- 
ing technical skill and experience, when Indians of requisite 
qualifications are not available, but they attach vital importance to 
the training and employment of Indians even for such posts in the 
quickest possible manner. 

I should like to add a few words about British interests in India 
which naturally form the largest part of foreign investments in 
India. Although it is the policy of the Government of India to 
encourage the growth of Indian industry and commerce (including 
such services like Banking, Shipping and Insurance) to the best of 
their ability, there is and will still be considerable scope for the 
investment of British capital in India. These considerations will 
apply equally to other existing non-Indian interests. The Govern- 
ment of India have no desire to injure in any way British or other 
non-Indian interests in India and would gladly welcome their contri- 
bution m a constructive and co-operative role in the development of 
India’s economy. 


APPENDIX V 
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IV. CONSUMERS’ GOODSI(co»»e;d!.) 
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APPENDIX VI 

Articles ll4BL£ to Protective Dity 
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(iii) per or more 

manganese. 
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Calci 
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Provided tliat only such artir-Jes 
sliall be deemed to be component 
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I OM of Com. 


irigol-. I In |,;t i:cni. a'l | . . | . . 1 Dei^embor 
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shown ag- 
ainst item 
No.63(14) 
will apply. 



Textile rnanii- 1934 — 41 Textile manufactures, the followin 
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Deprote(*ted from 
March 31st, 1950. 



APPENDIX VII 


436 


APPENDIX 

SUMMAKY OF THE ESTIMATES OF CAPITAL EXPENDITURE 


{i) A Plan of Economic Development 


Period 

of 

the 

Estimate 

of 

Capital 

1 Break-up of Capital Require- 

plan 

Require- 
menti 
(Rs. Crore) 

Agriculture 
(Rs. Crore) 

Conimu nications 
(Rs. Crore) 

15 

At 

At 



Yoiirs 

1950 

pro war 

1,240* 

940* 


prices 

prices 






• I V. 

N. R. R. 


:i8,900*t 

10,000* 

Soil 

Railways 434 9 




C<)na)rva- 





tion etc. 200 10 

1 Roads New 





Construe- 300 35 



1 1 

Working 

tion 




(.'apital , . 250 






Roads re- 

( 




construc- 113 





tion 




Irrigation 


1 



Canals 400 10 

Ports 50 5 

I 

i 

i 



Wells . 50 


1 

1 

1 

1 

1 

1 

Model Farms 1 95 J 30 1 

1 



N . H . — Non-rociLrring. 

R — Recurring. 

* Including reciurring and non-rot'.un ing oxponditure. 

t Adjusted on the basis of the VVTiolesalo Price Index (Basf^ : Year ended 

Aug. 193U= 100) oompilod by the Offloe of the Mconoinie Advisor, to tlio Govoramont 
of India. 
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VII 

NE0BSS4EY FOR InDIA IN THE NEXT FEW YEARS 

for India {The Bombay Plari)*^ 


iTK^ntH into different sectors 


Fklucation 
(Rs. Croiv) 


1 Health 

i (R:-;. Cron^) 


Indust rv 
(Rs. ■ 

^ Oore) 

Housing 

(Rs. 

Croro) 

Miscel- 

laneoiifi 

(Ks. 

Oore) 


490* 


1 

JaO* 


4,480* 

2,200* 

200* 

Primary . 

Adult 

N.K. 

86 

99 

R. 

88 

N.K. 

Sanitation 1 

Water ^HtO 

Sn])ply J 

R. 

7 • n 




Secondary 

Univ^ersity 

Scientific 

Resear(Ji 

82 

1 

^ .. 

J Avo; 

J 29 

20 

Rural Dis- 
pensaries 1J2 

General 

Hospitals 22 

141-9 

16-5 






i 

-Maternity 

('lini(%s 8 

1 

6 • 6 1 


1 





Specialized 
institutions 19 

12-0 


1 

) 



** By Sir Purshotamdas Tfiakurdas, 

J. R. D. Tata, 

G. D. Birla, 

Sir Sri Ram, 

Kasturbai Lalbliai, 

A. D. Shroff & John Matthai. 

{Available at the NTew Book Co., Bombay. i^rice one Rupon). 



(ii) TM Qandhian Plan 


I’eriodj 

of 

the 

plan 


10 

Years 


Katin into of j 
Capital 
Bequireni^ntsj 

(JR a. Croie) 


^ok-nlture 
(Ha. (■roie) 


lord)! 

prices' 

r>,6',»0* ! 

i 


At 

1044' 

prices! 

I 


Na) ionali- 
z.ition 
oJ' land 

hand Tle- 
cljunation 

S'lil ICrosiv.n 

Irris:af;ion 

K \ peri 111 en- 
ta! Farms 

Crctiit 

I'acititi 


A 

200 

a:>() 
1 00 
170 

100 

2ai» 


Jlioak-iip of Capital Koqulrornerits into- 


lliirul Induatries 
(11 b. (;roie) 


<‘redit Faci- 
Jitii'S f.)r 
hnral In- 

dn.slri(s 


A 

250 


Key Industries 
(ils. Ciore) 


1 ,000 

A If 

Fcr chase of 
l''oTei':;n 
I ndiistrial 

coiic('riis and Tridian 
Key Indtis- 
tfiivs by the 
State 500 


Development 
Dasic In^ 
du.'^t) ie.s 
iiicludintj 
defence 


of 


500 


A Is’en-llecurriiim Kxpendittire, 

B IlccuTiin^ Expenditure. 

**Vutdifih^^^^^ f he vvlK^lesale Price liul(;\ (Base: Vear ended Aie;. 1030 - 100) comiriled. 

niLliBhecl by tiie i'aOma pi0«licat/ous, FtO., Bombay (I rice lls. ' 


Period 

of 

the 

plan 


. 10 
Years 


K^tijiiato 

of 

Capital lle(pi!remcnts 
(its. (lore) 


At 1050 
pric(;s 
23,950'** 


[ui) The People Plan for 


P r ca k ' n 1 ) of Cap i t a i E (; q n i r e p i e iit s 


A arlcultjiie 
(ms. Crorc) 


At 104 j 
pri( cs 
ir.ooo 

{***) 


2.oro* 


(if 


IP clatnation 
land 
Irriijation . 
state Farms 
Soil consci vatlon 
and dcvclop’mciir 
of for('.«t8 

Itural Indns'tiicH . 
Manures, Steals, etc. 


Industry 
(Hs ( rote) 


000 

(Hio 

375 


.300 

200 

720 


15 

123 


5, GOO*** 


COilSum''!.'?* n 
Industry 
Basic- Industry 


oods 


3,000 

2.(i00 


A Capital Expend ture. 

B Current Expendilnre. 

C Ilccuiriufi Expenditure. 

D Maintenance Expenditure. 

Ind'odfngTn B5,7udm.t7 Year ended August lliSO-lOO) oonipUed. 



By S . N , Agarwal (1944)'^'^' 

dillorent f<ectors 


I'ranSiKTt 

JOihlir Health ! 

' (its. 

(>roro) 

Grorc) | 

1 


400 

2CO 1 


A Ji 

A V, 

rtail'Mi.vs . 

‘?00 5 ' 




1 iJispoii' 

Itoads 

too 5 i 

i safics 75 25 

C’oastal 


General 

si.iira ill" 

A Marino 


r'.osi.itats 1.5 .5 

Mei can tile 

75) r> 

SjK-oial |o 



llo^ritals 

1 

Air Navi- 


Sanitation, 

gation, 


WatT Slip 

Tost.s A: 


idy and 

'felogianlis 

25 

Housing I0:» 5 1 

1 

1 


E'iiira* 
(iU. Croit'! 


A 

liiisjf I'Mii- 
ciition ino 


jA‘condary 

i'^ducat in?. 5(( 

Adijlr 7'i 

J'.' ducat ioTt 

t'rii\' fsity 
IMiication 

'I f (iniiif.; tie" 

I’cr^i III lU"! (Ti 


i; 


f'li 


{ lU'ieaK'h 
! (H?^. ('ror?) 



by tlie OI?ic(' of the Kcouoii?ie \ hk-cr to the (be. erntjuuif -.1 India. 


Econoniic ' Demlopmmi oj India { W 44 Y ' 


into dinerent sectors. 


(.-oininiiniontJons 
(hs. Ciore) 


Health 
(P.s. (.'roic) 


Kdiication ! Ho isiriii’ 

ehs. Croic) I (Its. (JronA 





A 

I) 

Ituihiays 

605 

1 1 

Itoads (Nenv) 
Metalling 
present un- 
metalled 

450 

58 

1 oads 

100 


H hipping 

125 

’ >) 

Forts 

Inland Navi- 

50 

5 

gation 

Post, Tele- 

50 

5 

graphs etc., 

50 



TdO’*** 


Villa L’C (lis- 
pensarics 

A 

J 00 

B 

137 ‘5 

Plospitals 
in urban 
areas 

30 

25 

City liospi- 
tals 

15 

14-8 

Maternity 
and Cbild 
VVc'lfaie 
Centres 


o 

Special 

H mu| itals 

SC* 4 

48 6 

Biiiai a ter 
siijipjy and 
Snnitat ion 

50 


lirban wati^r 
supiiiy and 
Sanitation 

60 



1, 01 ()■♦•’» 

-A 

iJiiral I'fj" 
ii;ar\ Sc};ool.s Ol. 

Itmal ]\!iddlc 


Seliords 

Brual 

4 1 

High Schools 
Urban Pri- 

60 

iii;iry 

Urb.m 

21 

M iddle 

Uihan 

High 

10 5 

Schoi I.^* 
University 
ami Tech- 
nical Edu- 

21 

cabion 
'1 raining of 

40 

Tcchnician.s 

It lira 1 Cnl- 
turui C.en- 

J50 

tie.s 

Urban Cul- 
tural t'en- 

125 

tre.s 

9-5 




.11 

ICO 

00 


15 iiral Hou- 
sing 2,700 

I'rbaii 

HonsiiK.' -lot) 50 


54 • 5 


.20 


haboiir consisting of B. N. B cnei jee, G . I). Parikh, V. N. Taikunde. P ubllshed by A . K. jrukerjee 
by the office of the Economic Adviser to the Government of India. 
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{iv) The Birla 


Period 

of 

Plan 

Estimate of 

Caiiltal Requirements 
(JRs. Crore) 

Break-up of Capital Requirements 


Agriculture 
(Rs. Crore) 

Aflorcs- 
tation 
(Hs. Crore) 

Industry and Minmg 
(Rs. Crore) 

6 Years 

At 1950 

At 1947 




" " ■' ■■ - 



Prices 

Prices 

34(5 


7 

428 



l,594t 

1,220 

Cultivation 

70 


Textiles . 

20 




Irrigation . 

75 


Steel 

70 




Multipurpose 



Fertilizers . 





Projects 

100 







Improved 



Chemicals . 

40 




\arietK‘8 

3 '5 


Electrical Goods. 

10 




Sugar-cane 

22.5 


Capital Goods 

50 

j 



Cotton 

75 


Sugar Gur 

24 

! 






Paper 

22 


i 





Cernont 

28 


1 





Miscellaneous 

50 


! 





Cottage 



i 





Industries 

50 

— - — L 

1 

1 





Coal 

12 


t^d justed on the basis of the 


•"Outline of a Five-year Plan, 194 7" 
wholesale Pr(co Index (Base :Year ended A ns. 1939-100) Compiled 


Period 

of 

the 

Plan 


16 

Yeaie 


(v) Kharegat Plan (Develoj)ment of Agricult \ 


ure 


K-stiinate of 
Capital Bequire* 
nients 
(Ka. Crore) 


At 

1960 

Prlcea 

3,890t 


At 
Pre-war 
Prices 
1,000 


Agricultural Produc 
(Ils. Crore) 


I Fruit and Fruit Pro- 
i ducts 

(Bs. Crore) 


Break-up of Capital Requirements 


838.5 


Waste land 
Roclamation 


land Ero- 
sion 

Soil Studies 

Land Utili- 
sation 

Irrigation : — 

Canals 

Tanks 

Bunding . 

Drainage . 

Manure 

Seed 

Implements 

Marketing. 

Protection 


50 


200 

102 

30 

100 

40 

12 


00 


50 


10 


100 100 
1 


storage 

Fruit 

Products 

Institute 


A 

3 


Animal Products 
(Its. Crore) 


77-2 

A 


Feeding . 

Breeding . 
Management 

Disease Con- 
trol 

Marketing 


50 

1-2 


15 


B 

100 


200 

100 


AdJuJt^on^lihe^blsls ^of^^^ ttfle^PriM of Agricultural Research in 1M4* 

A— Capital Expenditure in crorea ofBnp^j; * 



Plan (1947)* 


into different Sectors 


l^ovver 
(Bs. CTore) 

'fransport and 
Connn"nication 
tRs. (Tore) 

Social 
(Rs. Crore) 

50 

LMU) 

125 

Hydro-cicetrioal 

IHiilwavs . 130 

Pubour no'.i5-inj: . 

anrl I'hcrrnal 



Power Projacti 

R ouds Tf) 

ITosjiitals Kdii- 



cational IJuildinL^s 


Coininunie.ttion . 20 

A' Sanitation 


Shiiiidn;:; and 



Shi|i-15niidin'^ 35 

1 i 

; ! 

i ; 

i 


Hindustan Times IToss, New i)elln. 


by the oHice of the Economic Advisor to the Government of fndi.i. 

and Animal Hnshandry in India)*' 


Tourist Trallic 
(Rs. Ciore) 


Developiijciit ol 
Hill Stations, 
etc. 


l 



I nto different Sect.ors 


Fisheries 

I’lant Ifushanclry 

5 iiiniul Ifiisljrnvlrv 

Others 


(Organisation) 


(Organisation) 


(Rs. (’lore) 

Rs. 20 (Lakhs) 




B 

sr 1 

A H 


B 



F iwheries 

Federal 


Federal 

3 

(Jost of Survey 

R escaT'ch 

Grgaiiisa- 



Station ‘2 5 

tion 

130 

Federal -4nimal 


Other (essential 

Experiincu* 

Grants for 


Jfnsbaiidiy Re- 


selR'mes, hnildine 

R esvarch 


seaKdi Institute 

20 

eqiiii ni' nt, ete. 

tai work 
on Marine 

e tc. 

75 

Ooni modify 



Fishciie.s .. i 

Scholarship 

o 

lU search 




1 rovijx ial 


S tatioiis 

35 



H.tL Stair 

30 

Provincial H.(l 
S tair 

10 



Provincial 






H.Q. Re- 


LivesltKk ,Re- 




search it 


seaicli and 




E> perinieu- 


liieeding farms 

35 : 



tal farrr s 

CO I 

1 

FMneation 

IS ; 



Propaganda 

1 





it Demons- 

i 

Vet!.rinaty 




tration 

CO ! 

Hospital 

40 : 

j 



Agiicultuial 


Extension 




F ducat ion 

20 

Fstublislimeiit 

200 ; 



ProviiK ial 






Extension 

stair 

300 


; 



Village 

1 


i 



Gnidi‘8 

800 I 





Published by the Manager of Publications, Delhi. 

Compiled by the office of the Economic Adviser te the Government of Indie. 
P— -Eecuiriug Expondituie In lalvbs ./f Rupees. 



APPENDIX VIII 


Standing Committee of the Central Advisory Council of Industries 
(12th and 13th November, 1949) 

RESOLUTION I 

This Conference considers that the iinmediate problems to be 
faced are: - 


(a) inci’ease of prodLiction, reduction of cost and improvement 

of quality; 

(b) increase in the (.‘dicieru'y {>1 labour, rnanagcrnent. and 

organisation of ifie industry as a w'hole; and 

(c) iniprovc'ment oi llie marketing cd' the products botli at 

home and abrr^ad. 


2, Tins Coni'erencc' re(‘ominends tfie mimediale constilufion of 
Working Parties whiOi sliouid. after cai-id'ui objective study of tlK’se 
problems, make reconinieiulations capabl‘<' of being implernented 
within the existing structure of indusines. Sucli Working Parties 
should,, i],i tl.i.e lust irisianci*. bv' I’onstit.nteo to erKiuiiu' ndo and rep(.)i't 
on the Cottc/U Textile. Co:*!. I leavv Engineei -ng. 


T Fhe Working Paj'ho;' 
tatives of liic industrv <; 
employ ('d rn tls' luduslrt' 


stioidd ordinardv consist of t.wo represen- 
mc(‘rned. two retsresenlati ves of Imbour 
rmd itiree pers(.»ns nominated bv Govm'n- 


merd, one oi wimm sliall fx' l!ie Chairman. Suilablo representatives 
oi 1 i.'iuir-'l 1 y a,nd i;;;ib':.)i!r siiould Ix'' appointed by Governmeril rn 


consultation wdai ineu’ I'es 
Experls. Iiu.oan .Uwiagn. 
neci'isia I'v . ansi .-a.uajvx-l i(; i 
may bc' (:'onst,iti: led ijy tlie 
probl ems. 


iivc' organisations ’.vlierc such exist, 
vvod l)f' appoint et-.t by (.fovernrnent where 
O'* ajipioval ot Gmernment, Committees 
\i/oiking [k.trlies to deal with special 


4. TIk> Ti-rtiis oi: Hr'fer-nce oi' ihe Working rkuiies .sliould be to 
ex^wnme and to make i-ecommendat ions witlifn six rnonllis on - 

(a) measures necessai-y to achieve inci'ease of ' production in 

tlie industry, 

(b) rneasLires for reducing costs of production; 

(c) measures foi’ improving the quality of products; 

(d) measures to improve the efficiency ot labour, management 

and organisation of the industry as a whole; 

(c) rneasuiGS to achieve rationalisation of the industry; and 

(f) measures for better marketing of the pi’oducti of indiJfeti’y ■ 
at home and abroad. 
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APPENDIX IX 
Summary of the Tariff 

[The summary covers both the Import and Export Sche- 
dules. The standard and the prelerentiai rates as well as 
the protective and GATT rates are shown within brackets. 

In the expression ‘ad valorerri used in this summary, 
reference is to the real value as defined in section 30 of the 
Sea Customs Act unless an article has a tariff: value assign- 
ed to it. The expression 'standard rate of duty' (St) means 
in the case of articles liable to preferential rates of duty, 
the standard I'att' of duty as distinguishc'd fiurn the prefc'rem 
tial rate (Pref.) and in thc^ case of other articles, tlie ordi- 
nary I'ate of duty. Against the articles covered by the 
GATT, tlic word GATT is used.] 

hrwort Schedule 

Live Animals and Products of the Animal KinodorM. 't ion i 
Itcnfs Nos. 1-5(2). This section consists of living animals 
(free); fish (30 per ccmi.); ghee (30 per cent.); milk, butter, 
ch('ese (25 per cent. GATT); coiul (30 pei' c(ml.); and 
unmanufactured jvory (30 pei' cent. — 24 per c(ml. colonial 
Pr('f.) 

Products r)f the Viuietable Kirnidorn. Items Nos. 6-14. ft 

This ;:ection indudes a number of GATT and Pi ■of. (coi) 
ite:ms. Gram and pulse, rice, wheat, wheat flour, rubber 
seeds, hops, stick or seed lac, and barks tor tanning are all 
five itcans. A general duly of 36 per ceni,, standard and 
24 p(M‘ cent. {Col. Pref.) ad 'valorem is leviable in I’cspect 
of vegetabhe^, fruits, colTee canned or bottled and oilseeds 
non-essential. The following are GATT items: — Fresh 
apples, pears, prunes and grapes (30 per cent.); cardamoms, 
cinnamon, cloves, nutmegs and pepper (54 per cent. St. and 
45 per cent. Col. Pref.); currants (Re. 1 per cwt.); oassia 
lignea (50 per cent. St — ^45 per cent. Col Pref.); grass and 
clover seeds (15 per cent.); gums, arabic benjamin and 
damar (36 per cent. St. — 24 per cent. Col. Pref.); cochineal 
(20 per cent.); rosin (24 per cent.); and dehydrated vege- 
tables (30 per cent, St.— 24 per cent. C.P.)* 

There is a specific duty of 6 as. per lb. on tea, 7| as. per 
Ib. on betelnuts and 25 per cent, ad valorem plus 1 anna per 
lb. plus l/5th of the total duty on coffee. 


’• CP, lirtijii Colonial Preference, 
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Section Til 


Secti on TV 


Section V 


Section A^T 


There are four protective items in this group e.g., fruits 
candied and crystallised (80 per cent.), starch (20 per cent.), 
farina (20 per cent.) and sago flour (20 per cent.). 

Fatty Substances. Greases. Oils and Products of their 
Decomposition; Prepared Alimentary Fats; Waxes of 
animal or Vegetable Origin. Items Nos. 15-15(12). Most of 
the items included in this group are GATT items. The 
duty on wax, grease, animal fat, bees wax and animal oils 
is 30 per cent. Vegetable non-essential oils are assessable 
at 42 per cent. St. 30 per cent. C.P. The duty on mineral 
grease which is a GATT item is 27 per cent. 

Prod^i.cts of the Food Preparing Industries, Beverages, 
Alcoholic Liquors and Vinegars; Tobacco. Items Nos. 16-24 
(3). Ad valorem duties ranging from 20 per cent, to 60 per 
cent, are charged in respect of canned fish and meat 
(GATT), canned bacon, ham and lard, biscuits, cocoa, 
glucose, canned soup and confectionery. Fermented liqu- 
ors such as ale, beer, porter, cider, etc., wines, spirits such 
as brandy, whisky and gin, and medicines containing spirit 
are all subjected to high rates of specific duty. The duty 
on spirits (whiskey etc.) is as high as Rs. 75 per proof 
gallon. Cigarette (31 i per cent, plus Rs. 39/1/- per 1,000 
or Rs. 15/10/- per lb. whichever is higher), manufactured 
tobacco (Rs. 16/4/- per lb.) and unmanufactured tobacco 
(GATT— Rs. 9/6/- per lb.) are all subject to high rates of 
specific duty. 

This section also includes a number of items which are 
subject to protective rates of duty, e.g., jams and marma- 
lades canned (80 per cent ); fruit juices, squashes, and 
cordials (40 per cent. St. & 30 per cent. Br. colony); canned 
or bottled fruits NOS (60 St. 50 per cent. Br. col-GATT), 
canned pineapples (GATT), Glucose (30 per cent.) and 
mixture of specified fruit juices. 

Mineral Products. Items Nos. 25-27(9). Majority of the 
items of this group are subject to specific rates of duty 
e.g.. kerosene (3 as. per I.G.) Motor spirit (15 as. per I.G.), 
Lubricating oil (21 annas per I.G.), and Portland cement 
(Rs. 16/8/- per ton). The other mineral oils, asphalt, crude 
and refined coal tar and pitch, are liable to an ad valorem 
duty of 27 per cent. (GATT). Metallic ore is a free item. 

Chemical and Pharmaceutical Products; Colours and 
Varnishes, Perfumery, Soap, Candles and the like; Glues and 
Gelatines; Explosives; Fertilisers. Items Nos. 28-35(1). 
This is an important section which includes protective, pre- 
ferential and GATT items. The general duty on chemicals, 
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drugs and medicines is 36 per cent. St, and 26 per cent 
British and Col. Pref. There is an ad valorem duty of 
30 per cent, on acids, potassium and sodium compounds: 
bleaching powder, sulphur and antiplague serum are all 
free items. Codliver oil (less than 14 lbs. packing), iodine 
in crude form, lactose, penicillin and sulpha drugs are all 
GATT items assessable at 30 per cent. St. and 24 per cent. 

Pref. Toilet requisites (37J per cent.), coal tar dyes (12 per 
cent. GATT), paints, colours and painters’ materials (36 per 
cent.— 24 per cent. Br. Pref. GATT), lead pencils (25 per 
cent, or 1 anna per dozen whichever is higher plus l/5th). 
natural and synthetic essential oils (30 per cent.), explosives 
(30 per cent.), fire works (75 per cent.), are the other im- 
portant items of this group. Manure is a free item. 

The items subject to protective duty in this section arc- 
calcium chloride, potassium bichromate, sodium bichromate 
and all chi'ome compounds (30 per cent.), sodium phos- 
phates, sulphite, bisulphite and thiosulphate (specific duty), 
stearic and oleic acids (30 per cent.), emery cloth and abra- 
sive materials (30 per cent.) and matches (Excise duty plus 
a specific duty). 

Hides. Skins, Leather, Fur skins, and manufactures of vn 

these materials. Items Nos. 36-38. — Raw hides and skins 
are free items and other manufactures of leather are sub- 
ject to an ad valorem duty of 30 per cent. ‘ 

Rubber and articles made of rubber. Items Nos. 39- 
39(1).— This section includes raw rubber (free) and manu- 
factures of rubber (30 per cent). 

Wood and cork and wares of these materials: Goods tx 

made of Plaiting Materials. Items Nos. 40-42.— This section 
includes 2 protective items [tea chests (30 per cent.) and 
battens for tea chests (30 per cent.)], 2 GATT items [wood 
and timber (30 per cent.) and Douglas Fir (20 per cent.)] 
and six revenue items [wood and timber (30 per cent.). 

Furniture and cork manufacture (30 per cent.)]. 

Paper and its applications. Items Nos. 43-45(3).— The Section x 
general duty on paper and stationery is 37| per cent, but 
the duty on paste board and complete fountain pens 
(GATT) is 30 per cent. Newsprint is subject to a low 
specific duty arid printed book is a free item. 

Textile Materials and Textile Goods. Items Nos. 46-53 Section XI 
(2). This group comprises, raw cotton (2 as. per lb.), raw 
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wool (free), raw silk (30 per cent, plus Rs. 15/12/- per lb. 
Protective), cotton yarn (free), woollen yarn (30 per cent.), 
silk yarn (30 per cent, plus a specific duty), unmanufactured 
textile materials such as raw jute, flax and hemp, manu- 
factures made wholly or partly of cotton, wool, silk, art 
silk, hemp, flax or jute and apparel (30 per cent.). 

Raw silk, waste silk, silk yarn, silk fabrics (containing 
more than 90 per cent, of silk) and mixed fabrics are all 
subject to protective rates of duty (ad valorem duty plus 
specific duty). Cotton, hair and canvas ply belting for 
machinery is also a protective item subject to a duty of 71 
per cent. The duty on woollen fabrics is 25 per cent, plus 
Rs. 1/2/- per lb. plus l/5th total duty and the average duty 
on cotton fabrics is about 60 per cent. (Standard) and 15 
per cent, or 18 per cent. (British Manufacture). The knit- 
ted fabrics (cotton and wool) are subject to an ad valorem 
or an alternative specific duty. Apparel, hosiery and 
haberdashery are subject to a flat rate of 30 per cent, ad 
valorem'. Ribbons (50 per cent.), cotton and linen lace 
and trimmings (25 per cent.) and linen embroideries (25 
per cent.) are all GATT items. 

> xil Footwear, Hats, Umbrellas artd Parasols, Articles of 
Fashion. Items Nos. 54-57.— Boots and shoes and umbrellas 
are subject to 30 per cent, ad valorem or an alternative 
• specific duty. Hats, caps, fezes, straw hat (30 per cent.) are 
all GATT items. 

iocnuxni Wares of Stone and other Mineral Materials, Ceramic 
Products. Glass and Glass ware. Items Nos. 58-60(6).— The 
average rate of duty on articles included in this gioup are. 
stones and marble article (30 per cent.); asbestos manufac- 
tures and engine and boiler packing (30 per cent.); earthen 
ware articles (35 per cent.); glassware articles (37i per cent.) 
and sanitary ware (30 per cent.). Domestic earthen ware 
IS subject to an ad valorem duty of 35 per cent, or an 
■ alternative specific duty. The GATT items included in this 
section are glass bulbs (60 per cent.), glass bangles (60 per 
■cent.) and glass beads (50 per cent.). 

XIV Real Pearls, Precious Stones, Precious Metals and Wares 
of those Materials, Coin (specie). Items Nos. 61-62(2).— 
Silver and gold bullion is subject to a specific duty of 4 as. 
per ounce and Rs. 12/8/- per tola respectively; silver and 
gold manufactures, jewellery and jewels are chargeable at 
the rate of 60 per cent, ad valorem. The duty on plated 
'ware is 75 per cent, and cut and unset precious stones are 
subject to 30 per cent. duty. 
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Base Metals and Articles made therefrom. Items Nos. xv' 
63-71(7). On most of the iron or steel articles there is a 
specific duty with an alternative ad valorem duty. The 
duty on pig iron is 18J per cent, and steel ingots, billets and 
blooms are chargeable either at the specific rate (Excise 
duty) or 18| per cent. There is a specific rate of duty on 
iron or steel structures, steel tin plates, bolts and nuts, steel 
rivets. Railway track materials etc. with an alternative ad 
valorem duty in certain cases. Iron or steel pipes and pipe 
fittings (I84 per cent.), washers (I84 per cent.), hoops and 
strips (24 per cent. St. and 12 per cent. Br. Pref.). barbed or 
stranded wires (24 per cent. St. and 12 per cent. Br. Pref.) 
and other manufactures of steel or iron (30 per cent.) are 
the other important ad valorem items of this group. 

The protective items in this section are iron or steel 
wood screws (30 per cent.), baling hoops, ferro-silicon, 
copper wrought and manufactures (36 per cent. St. and 24 
pci cent. br. Pref.), copper rods, electrolytic copper rods (30 
per cent.), lead pipes, tubes and sections (30 per cent.), lead 
sheets (20 per cent.), zinc sheets (20 per cent.), zinc wrought 
(30 per cent.), tin solders, white metal and antifriction alloys 
(30 per cent.), brass unwrought (10 per cent.), brass wires 
and rods (3.6 per cent.), all non-ferrous alloys and manufac- 
tures (30 per cent,), yellow metal alloys other than brass 
(30 pel cent.), type metal (30 per cent.), and hurricane lan- 
terns (30 per cent.); cutlery and hardware are chargeable 
at the late of SiJ per cent, and 30 per cent, respectively. 

Machinery and Apparatus: Electrical Material. Items .Soetion xvi 
No.s. 71(8)-73(15).— The general rate of duty on machinery 
is 5 per cent. The duty on machinery covered by the GATT 
such as sugar manufacturing and refining machinery, refrig- 
eiating machinery, oil crushing and refining machinery, 
cinema projecting apparatus etc. is 5 per cent. Agricultural 
implements such as winnowers, threshers, ploughs, agricul- 
tural tractors, sprayers, hay presses, and dairy and poultry 
farming appliances are all free items (GATT). Printing 
and Textile machinery with certain exceptions are charged 
at 5 per cent. rate. Electrical instruments and appliances 
aie piefeiential items subject to a duty of 36 per cent. St. 
and 24 per cent. Br. Pref. The rate of duty on telegraphic 
and telephonic instruments is 30 per cent, and the duty on 
complete wireless receivers is 50 per cent. St. and 44 per 
cent. Br. Pref. (GATT). Rubber insulated cables and copper 
wires (high tension) are however chargeable at 7i per cent. 
ad valorem. 
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The protective items in this section are grinding wheel 
and segments (100 per cent.), sewing machines (36 per cent. 
St. and 24 per cent. Br, Pref.), bare hard drawn electrolytic 
copper wires (30 per cent.), certain specified component 
parts of textile machinery (10 per cent.), dry batteries (30 
per cent.) and batteries for motor vehicles (86 per cent. 
St. and 80 per cent. Br. Pref.). 

Section Transport Materials. Items Nos. 74-76(3). — This is an im- 

portant section comprising of tramcars (30 per cent.), rail- 
way materials (18 per cent.), motor cars (60 per cent. St. 
and 54 per cent. Br. Pref.), certain specified parts of motor 
cars (90 per cent. St. and 84 per cent. Pref.), motor cycles 
(45 per cent. St. and 36 per cent. Br. Pref.), and other con- 
veyances (30 per cent.). The rate of duty on aeroplane is 
only 3 per cent. 

Cycle with its parts is a protected item and the rate of 
duty has been fixed at 70 per cent. St. and 60 per cent. Br. 
Pret. 


Section Scientific and Precision Instruments and Apparatus: 

Watch-makers and clock-makers xoares : Musical Instru- 
ments. Items Nos. 77-79. — Musical instruments (50 per 
cent.), optical instruments (20 per cent.), photographic 
instruments (45 per cent. St. and 33 per cent. Br. Pref.) 
and clocks and w'atches (75 per cent.) are all GATT items. 
The duty on surgical and scientific instruments is fixed at 
30 per cent, while the duty on other instruments is 36 per 
cent. St. and 24 per cent. Br. Pref. 

Section XIX Arms and Ammunition. Items Nos. 80-81. — The general 
rate of duty on arms and ammunition and cartridges is 
60 per cent, ad valorem. Pistols, rifles and guns are how- 
ever subject to an alternative specific duty. 


Miscellaneous Goods and Products not elsewhere in- 
cluded. Items Nos. 82-85(1).— The rate of duty for manu- 
factured ivory; toys and games requisites and smokers’ re- 
quisites has been fixed at the high rate of 75 per cent, ad 
valorem. 


Works of Art and Articles for collections. Items Nos. 
86-86(4).— The duty on pictures is 60 per ce.it. and works of 
art are chargeable at the rate of 30 per cent, ad valorem. 
Specimens and models illustrative of natural science are 
however free. 


Section 

XXII 


Articles not otherwise specified. — Item 87 is a residuary 
item and the duty is 30 per cent, ad valorem. 
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Export Schedule 

The export tariff comprises of very few items and the 
duty is charged mostly at a specific rate. The various 
items are raw jute (cuttings Rs. 4/8/- per bale of 400 lbs., 
others Rs. 15 per bale); Jute manufactures (sacking 
Rs. 50 per ton and hessians Rs. 350 per ton); raw cotton 
(Rs. 100 per bale of 400 lbs.); rice (2 as. 3 pies per maund): 
tea (4 as. per lb.); manganese ore (15 per cent.); mustard 
oil (8 as. per lb.); black pepper (30 per cent.); iron and steel 
black sheets (30 per cent.) and other specified articles of 
iron or steel other than sheets (45 per cent, ad valorem). 

Exemptions 

Certain classes of goods are exempted from duty wholly 
or partially under Section 23 of Sea Customs Act. 

A. Special Consignees . — Specified articles of military 
equipment imported by Military and Naval personnel are 
exempted from payment of duty subject to certain condi- 
tions. 

2. Goods imported by consular officers of any foreign 
State are exempted from duty provided a corresponding 
exemption is granted to goods imported by or on behalf 
of an Indian consul. 

3. Goods brought by bonafide commercial travellers and 
subsequently exported are exempted from payment of im- 
port duty. 

4. All articles imported by Ruling Princes (entitled to 
a permanent salute of not less than 19 guns) for their 
personal use are exempted from import duty. 

B. Reimported Goods . — Private personal pi'operty which 
are re-imported are exempted from impoi’t duty provided 
certain conditions are satisfied. Educational cinemato- 
graph films certified as such by the Board of Censors are 
exempted from duty. 

C. Rato materials . — Celluloid raw, for the manufacture 
■of dressing combs; asbestos, raw including fibre; bristles 
for brush making, including artificial or synthetic bristles: 
dumnuts for the manufacture of buttons and carbon black 
for the manufacture of printing ink and black paint; and 
raw materials and component parts, other than glass bulbs 
required for the manufacture of electric lamps are exempted 
from payment of import duty. Copper unwrought and 
scrap, zinc unwrought, tin block and tinplate scrap, and all 
non-ferrous metal scrap are free ietms. 
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Statement showing the GATT Articles against the corresponding 
Havana Charter Articles 


Gatt. 

Article 


Havana 

Charter Article 


III Natioaal Troatmont on Internal Taxation and Rognlat ion 

IV Special Provdsion8 Relating to Oinoniatograph Filmy . 

V Freed om of Transit. ........ 

VI Anti-Dnmping and Countervailing Duties .... 

VII Valuation for Castoins Purposes ...... 

VI 11 Formalities connected with Importation and Exportation 
IX Marks of Origin ......... 

X Publication and Administ ration of Trailer Rc'gulat ions 

XI General Elimination of Quantitative Restrictions 
XIT Restrictions to safeguard ihilaneo of Payments 

XTII Xon-dis(?riminatory Administration of Quantitative Restrict ions 
XIV' Exception to the Rule of Xon-discriinination .... 
XV Exchange Arrangements ........ 

XVI Subsidies .......... 

XVII Xon-(lis(?riminatory Treatment on the part of State Trading Enter* 
jirisos .......... 

XVm .\d justinonts in eonnect ion with Economic T)evel(>j:)ment 
XIX Emorgeiic.y Action on Imi)orts of Particular Ih'oducts 
XX General Exceptions. ........ 

XXI Security Excej)tions ........ 

XXII Consultation .......... 

XXIII Xullification or Impairment ....... 
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Not specified (In- | From Cr. 9 16 to Cr. 3-23 per ; . . ; . . Brazil 

eluding button lac). 1 legal kilo. ; 
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264 . Pulverised Mica . I From 13% to 5^^ ad vai. 



Group 111 — Articles Whollj or Mainly Manufactured 


453 




Reduction of Bri- Do. 

tish Pref. Margin 
by ^ d. per sq. 
yard. 
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Cricket Bats, Bat | From 67 J% to 50% ad valorem. 
Blades and Balls, f Elimination of primage of 10^ 




1092(B) 1 Jutn Bags Iinportod | From 1 (>*?;, to } ad valorem. 

T7,ai ! 


459 



Un- 1 From I’cent to'^’cent 


4G0 



Woollen Carpets and From 30% to 15% ad vfdrrrem. 
Rugs valu^ upto 
40 cents per sq. ft. 



(h) Anmcy Agreemf ui 

Group i. — Foody Dnnk and Tobacco 
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15 2o3fa) . Mica, Cnide in blocks From 5% ad valorem to Free, 
or splittings. 
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Otherwise. . . | . . I>uty bound at 4 . . Do. 

I cents per Kilo. 
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N.B. — The existing Co-efficient of inorease of the duties and the surcharge of 75 % will be maintained in each case, with reference 
to exports to Greece). 
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13(4) Rosin . . . From 36% to 24% ai volorrm. .. .. (J.8.A. 

15 l^lineral Grease etc. From 30% to 27% ad valorem, . . . . / 

27 (1) Asphalt . . From 30% to 27% ad valorem. . . . . Do. 
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Growp III, — -Articles Wholly or Mainly Manufactured 
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phur Dyes of 
other colours: 
Powder. . 
trazels Vats. 
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Ribbons . . | From 60 % to 50% ad valorem. 
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APPENDIX XIII (A) 

The Indo-British Trade Agreement, 1939 
Schedules V & VI 
Schedule V 

Xa) Piefeiences at a rate of not less than 10 per cent, ad valorem — 
Asphalt. 

Soda ash, includi.ig calcined, natural soda and manufactured 
sesquicarbonates. 

Gum arabic. 

Gum benjamin, i’as and cowrie. 

Gum dammer. 

Darnmer batu, unrefined. 

Rosin. 

Cutch. 

Gambler, all sorts. 

Coconut oil. 

Fresh vegetables. 

Vegetables, dried, salted or preserved. 

Fruit and vegetables, canned and bottled. 

Fruit juices. 

Sisal and aloe fibre. 

I vo r y , u ri m an u f a c t u red . 

Sago (but not sago flour). 

Tapioca and tapioca Hour . 

Artificial teeth. 

So long as it is consistent with India’s Tariff policy to impose 
customs duties on tlie commodities in question — 

Fresh fruits (other than coconuts). 

Dried, salted or preserved fruits. 

(b) Preferences at a rate of per cent, ad valorem — 

Betelnuts. 

Unground spices (other than cardamoms). 

Cardamoms, cassia, cinnamon, cloves, nutmegs and pepper- 
ground. And, so far as preferences are granted to the United 
Kingdom, drugs and medicines and apparel of all kinds. 


478 



479 


(c) Preferences at specific rates — 

Bitters at the rate of Rs. 3-12 per gallon. 

Coffee at the rate of 1 anna per lb. 

Rum at the rate of Rs. 3-12 per proof gallon. 

Unmanufactured tobacco at the rate of 8 annas per lb. 

Schedule VI 

(a) Preferences at a rate of not less than lu per cent, per ad 
valorem — 

Citronella oil. 

Cinnamon oil. 

Cinnamon-leaf oil. 

Coconuts, husked, unhusked and other kinds, copra or coconut 
kernel, coir fibre, coir yarn, coir mats and malting. 

Fish, dry, unsalted. 

Oil seeds (other than essential). 

Vegetable oils (other than essential). 

Plumbago. 

(b) Preference at a rate of 71 per cent, ad valorevi — 

Cardamoms, unground. 

(c) Preference at specific rate — 

Tea at the fate of 2 annas per lb. 


■i 

i' 


480 


w 

t-H 

h-i 

l—l 

><! 

Q 

W 

o, 


o 

CO 

o 


H 

s 

w 

fc; 

c 

w 

p 

c 

Qfi 

H 

W 

r/^ 


PP 

6 

p 

H-i 


?/:! 

p; 

c 

p 

X 


‘rZ ^ 

£ c 

(u 

f/J rh 
c3 ^ 


O CJ 

^ 'tJ 
c d 
^ « 


--_o 

O'' 


. P 

O 


o 

A o 

O r^. 
Cn-d 


X . 
d 


ia 


C 0) c 
XJ 


i 


ft 

u 


m- 


r3 2 


^ S ^■>•5 p d 

. « r^ ^ O -d 

o o * d £ 

5 .d 4- re O 

CO O O O St >1 

o O O o o o 


Tl 

o g S 

d tjr n-4 
eg ^ 

-d ■£ ' 
re 

O O' 


O 


dPh 


O' ® .£ 

H J>PP3 


CfJ 5 ' CD 

i |S§5I 


■Si 

I " fM* ci tft O* l' «’ oi O -H (>) CO -4 to O I'-i-- X 05 < 


cf, CE «i 1^’ y3 

g=i2'?-i§ 

X’-''Sc3 0Cli 
O P( o) a? a? 


d 


o 
s ^ 


c (D 

• 

0 '‘-r£) m 

*o 'v X 

^ d fe 

v „ 
c ® £ ^ 
»- X ^ 

e «6 i§ 

•hi "d 

e 2c^. 

s 

S: -3 - 

<D I d ■ 

' ^ ft 


(D 


6 

O 

tH n. 

-u 


X 


£ .2 


X 


d d 
d o 


M 




APPENDIX XHI(C) 
Indo-British Trade Agreement ( 1939 ) 
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